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In the last few decades, most big businesses and a number of
medium-size businesses have extended their operations beyond their
national borders in the search for wider markets. In doing so,
they have often run into accounting difficulties because of the
differences existing in the various countries. Lending and financing
institutions of an international nature, as well as government, have
long suffered these difficulties. This experience has prompted
the search, by accountants and businessmen, for greater uniformity
in international accounting.
The need for such uniformity has been strongly expressed often
in accounting circlesj even in international conferences of accovint-
ants. Of late, a number of prominent accountants have advocated
"A Uniform International Accounting System, The Binder-Seidman
International Group, or ”the Group"; the United Kingdom (Britain),
the United States of America, and Canada International Study Group;
and etc., seem to be efforts in this direction.
Purpose of the Study
This study will endeavor to determine the magnitude of the
need for such a system — whether or not it is or will be, in the
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future, a necessity. The study will also inquire into the practica¬
bility of the system envisaged. In particular, this research will
attempt to determine:
1. The need (or necessity) for such a system;
2. The most likely difficulties in the way of such a system;
3. I^lhether or not there is any single country in the world which
has attained complete uniformity in its accounting system;
and
U« Whether or not such a system would be practicable.
Significance of the Study
The significance of this study lies in its aim and ability,
if it will, to rank reasonably three factors ~ often overglorified
in the world of accounting — flexibility, professional freedom and
uniformity, and in its ability to justify and give meaning, in the
light of the purpose of the study, to such ranking.
Scope of the Study
The title of this study suggests a very extensive coverage
of the subject. However, due to certain limitations ~ time, diffi¬
culty in obtaining materials on certain aspects of the study, and
etc., — this endeavor will be confined to the study of representa¬
tive samples. These samples will be in the form of case studies
and a questionnaire analysis. Even the case studies will be limi¬
ted to the examination of certain aspects of accounting; not all
aspects will be covered.
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Approach
The study will use, basically, two approaches to the problem:
The first of these approaches will be the case study method. The
first case study will survey accounting practices in five countries:
Sweden, Argentina, West Germany, the Netherlands, and the U.S.S.R.
The second case study will desil with some of the differences exist¬
ing in the U.S. accounting system and why such differences persists.
The third case study will be an analysis of the most significant
differences between the U.S. accounting system and the accounting
systems of the Commonwealth countries covered by the study.
The second approach will be the questionnaire nethod. This
will be basically an analysis of responses to a questionnaire sent
to twenty accoimting firms and institutes in the United States and
the Commonwealth countries.
Definition of Terms
For the purpose of this study, the following terms will be
used:
system: the overall accounting practices, principles, terminologies,
etc., of a country.
statement: the accovinting statements, financial and otherwise,
institute: refers to the professional and nonprofessional bodies
(institutes and associations).
the Commonwealth — refers to that association whose members include
Britain and the independent countries 'vdiich were once part of
her colonial empire and which chose to belong to this associa-
h
tion.
U.S.s the United States of America.
U.S.S.R.: the Union of Soviet Socialist Republics.
CHAPTER II
SOI® OF THE EARLY FORMS OF ACCOUNTING
Accoxmting is probably as old as the human race. No matter
the form, instilments and terminologies used at the different stages
of human civilization in various places, the fact remains that man
has always had some method of accounting and has kept financial
records from times immemorial.
Like any other discipline of learning, the early forms of
accounting have undergone great changes. Let it be pointed out at
the outset, however, that change in this area, as in many other fields,
has not always had an easy way. Traditional conservatism and legal
requirements appear to have worked more often to delay change rather
than encourage it. This, of course, is not uncommon today.
This chapter will survey a few forms of early accounting,
basically for two reasons: first, because of the awareness and recog¬
nition of the fact that modern accounting has evolved from these crude
forms and some of the fundamental concepts of present day accounting
methods are rooted in these early forms in diverse expressions, there
should be, therefore, something at least to learn from them; second, by
recognizing that the road from these early methods to the present day
methods has not been smooth, and admitting that some of the reasons
which causedthis slow pace still persist today, sometimes undiily so,
It would be quite appropriate, in the light of the objectives of
5
6
this study, to take note of the past. For, "the present is often
more meaningful when one understands the past."l
The Incan Quipu of Peru
The quipu was a method of record keeping used by the Inca
Indnans who established one of the earliest known civilizations in
the Western Hemisphere. The Incas lived in Peru from about 300 B.C
up to the Spanish conquest (about the middle of the sixteenth century).
The quipu utilized knotted strings as a counting device. The
record was made up of the main cord from which hung several knotted
strings. The knots on these suspended strings represented the value
of the items for which the record was intended. A record would be
kept for the population of people in a village or for an inventory
of a business.
The various values on the hanging strings were indicated by
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the distance from the main cord. Usually, the values were in the
order described as follows*
A single overhand knot at the bottom of the string, or farthest
from the main cord, represented the unit one. Two overhand
knots in the same position represented the unit two. A
single knot in a position somewhat closer to the main cord
represented ten, and a single knot in a position still higher
or closer to the main cord represented one hundred. On some
quipus, there have been found knots representing hundred
thousands.^





The knots were arranged in a systematic order so that the
unit, the tenth, the hxindredth, etc., knots on each pendent strings
would make rows of their respective values. The position of the
knots and their arrangement in rows suggest an early knowledge of
the decimal system. It has been suggested by some authorities that
the '*quipu system probably represents the earliest decimal system of
notation of the Western world." It is also believed that the Incas
understood the zero concept. The empty spaces on the quipu support
this belief. The modern accountant with his computers should find
much in the quipu method to excite him.
The cords were of various colors to distinguish the content
of one record from another. Cords of one color would be a tally of
men in the village, another color, a tally of women, and still an¬
other, a tally of children.
The quipucamayus (the people skilled in making and reading the
quipus) were very important in the Inca civilization. The art seems
to have been passed down from father to sonj but children of the
"ruling caste studied quipus in the third year of their four-year
course at the 'Teaching House.'
The importance of these experts in their society is clear from
the following description of what was expected of them:
The quipucamayus ... were required to furnish the government
with information on variouis important matters. One had
charge of the revenues, reported the quantity of raw materials
llbid.
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distributed among the labourers, the quality and quantity of
the fabrics made from it, and the amount of stores, of various
kinds, paid into the royal magazines. Another exhibited the
register of births and deaths, the marriages, the number of those
qualified to bear arms, and the like details in reference to the
population of the kingdom. These returns were annually forwarded
to the capital....The government was thus provided with a valuable
mass of statistical information.^
The quipus were still in common usage about five hundred years
ago. It is quite possible that they persisted in isolated cases
until much later than this period.
The Tallies of England
The tallies of medieval England were made of wood and have been
more fully described as a •'primitive form of chirograph, or indented
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writing, recommended for its superior durability." The method of
cutting these notched sticks was aptly described by Richard Fitznigel,
a Bishop of London, a man acquainted with both legal and financial
problems of his day. In his Dialogus de Scaccario, Fitznigel des-
ribed the technique as follows:
The cutting is done thus; At the top they put thousands of
points so that the cut for it will take the thickness of the
palm of the hand. tlOO the breadth of the thumb, L20 that of
the little finger. The cut for LI is of the thickness of a
grain of ripe barley, for Is. less, yet so that by the two
covering cuts something is removed and a small notch made; a
penny is marked by a single cut, nothing being removed. On
the edge idiere a thousand is cut you shall put no other
number save the hAlf of a thousand, in a fashion so that you
remove the half of the cut.-^
^William A. Prescott, History of the Conquest cf Peru (London;
George Allen and Unwin, Ltd., 193^), p.^7.
^Robert Randolph, Accounting Research, Vol.III, no.3 (July,
19^2), p.220, quoting Richard Fitznigel, Dialogus de Scaccario, 1176.
3lbid,
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This methcxl of cutting the notched sticks was a ritual which was
meticulously observed. The reluctance to give it up can be seen
clearly to be a mere adherence to tradition. This adherence to tradi¬
tion was not only condoned by officials but firmly protected by them.
It took until the last adherent Exchequer died to have the tallies
abolished. So strong was this conservatism that when the tallies were
burned, people protested the act by burning down the Parliament Buildings.
Not all people were conservative, however. There were those
who wanted change and had waited for it too long. They were disgusted
and frustrated by conservative practices. They wanted the adoption
of new methods. Charles Dickens typifies this group. In his
Letters and Speeches (Vol.Il), Dickens complained in a very emotional
tone about the tallies:
Ages ago a savage mode of keeping accounts on notched sticks
was introduced into the Court of the Exchequer, and the accounts
were kept much as Robinson Crusoe kept his calendar on the
desert island....A multitude of accoxmtants, bookkeepers, and
actuaries were born, and died. Still official routine inclined
to these notched sticks, as if they were pillars of the constitu¬
tion, and still the Exchequer accounts continued to be kept on
certain splints of elm-wood called tallies. In the reign of
George III (1782), an inquiry was made by some revolutionary
spirit whether pens, ink, and paper, slates and pencils, being in
existence, this obstinate adherence to an obsolete custom ought
to be continued, and whether a change ought not to be effected.
All the red tape in the country grew redder at the mere mention
of this bold and original conception, and it took till 1826 to
get these sticks abolished.
While most of the early forms of accounting now look strange
and primitive to many (the tallies do indeed, just as they appeared
to Dickens years ago), some people, especially those who are familiar
with present day accounting practices, find aspects of great interest
in them. It is interesting, for example, to notice the similarities
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and differences in these early accounts and to see the germ of modem
techniques and procedures in centuries-old records.
The Pebbles of Tanzania
The quipus of Peru and the tallies of England remind the author
of a method of keeping records used in his country in the early days
and one that persisted even after people knew better methods of record¬
keeping. The method used in certain parts of Tanzania in early times,
and probably in other regions of Africa, utilized pebbles (stones) to
record heads of cattle, cattle being the most important property. The
color, usually black and white (light brown), represented the sex and
the size of the pebble distinguished calves from adult cattle, a small
pebble being replaced by a bigger one as the calf approached maturity.
The records were kept in agreement with the herd by removing a pebble
of the color and size of an animal ^dien such animal vras given away,
slaughtered or in any way ceased to exist; or by adding a pebble to
the records when a calf was born or a cow acquired.
This method was no other than a perpetual inventory record.
The pebbles were usually kept in a clay pot, securely buried in the
ground and usually in the custody of the head of the family with the
knowledge of a few other members of the family — his wife, sometimes,
and one or two of the most likely heirs.
Due to traditional conservatism, this method persisted even
among people who were able to keep written records, just as the
tallies of England persisted from the palaeolithic age to the nine¬
teenth century.
n
The Greek Public AcccTunting
One finds some analogy with present day accounting, for example,
in the Greek public accounting of the fifth century. In this system,
all surplus public funds were deposited with the patron goddess,
Athena, thus creating a large reserve fund in the hands of the gods
from which the state borrowed. These loans were essentially book¬
keeping transactions and were analogous to what we would call trans¬
fers from a deposit account to a current account.
Accounting in Ancient Rome
In ancient Rome, several books of accounts were used. These
books could be divided into two groups: books for domestic purposesj
and the multi-purpose books — for both domestic and commercial pur¬
poses.
The first group consisted of the “libellus familiae'* which was
in the custody of the head of the family — rich families supplement¬
ed this book with a book called the '•commentarium''j another family
book, the '•kalendarium, ” maintained records for the family invest¬
ments. The second group comprised the "adversario" — a memorandum,
and the "tabulae rationium" — the most important account book of
the Roman system.
The tabulae rationium was in the form of a ledger divided into
two pages, one for the income (accepta), the other for the outgo
(expense). Each page represented an accoimt (ratio). The ratio
accepti represented the debits and the ratio expensi represented the
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credits.
While there have been speciilations that double entry book¬
keeping developed out of the ancient Roman accounting system, the
information available does not support this contention. The two
pages of the tabulae rationium should not, therefore, be mistaken
for a double entry system. For double entry means that a transaction
be recorded twice, once on the debit side, and once on the credit side.
The Origin and Evolution of Double Entry
Bookkeeping
The originator of this method has never been determined due
to lack of material evidence. Luca Pocioli, an Italian intellectual,
born in the first half of the fifteenth century, is often given this
honor. This designation is, however, still disputed among scholars.
Double entry bookkeeping arose, most probably, with the rapid
growth of medieval commerce, for..."systems of bookkeeping came
into existence because of necessity of recording transactions arising
out of commerce, industry, and government. Bookkeeping is, therefore,
dependent on these transactions for its existence, and any changes it
undergoes are probably best explained in the light of the changes
that occiir in business methods."^
Three factors appear to have prompted most of the improve¬
ments in medieval accounting. These factors are the growth of part¬
nerships, credit and agency. Records pertaining to partnership date
as far back as 1157• Partnership led to the concept of a firm as
^A.G. Littleton and B.S.Yamcey (eds.). Studies in the History
of Accounting (Homewood, Ill.: Richard D. Irwin, Inc,, 195^), p.llu.
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being an entity distinct from the owners. In the thirteenth century,
as partnerships became complex and remained in existence over a long
period, the medieval bookkeeper became more and more conscious that
capital and the accumulation of profit represented the claims of the
owners on the business. He realized that it was necessary to trace
changes in the owners' equity and to devise a system permitting the
determination of profit and loss.
Similarly, as trade expanded, the use of credit increased
and soon devices, such as the tallies, became inadequate for the
recording of credit transactions. A better method was needed —
thus the paragraph system was adopted. There were no accounts as
yet.
The agent-principal relationship probably revealed the need
for accounts. The agent had to keep proper records of his principal's
goods. Through the record of the agent (consignee) of goods in and
out, the bookkeeper began to see that receivables were counterbalanced
by sales, and payables by purchases, and that the difference between
piurchases and sales represented profit or loss.
In an essay on the "Greek and Roman Accounting," G.E.M. de
Ste. Croix^ suspects that modern bookkeeping may have arisen with the
introduction of the Indu-Arabic numerals (Arabic numerals).
There have been numerous theories on the concept of double
entry bookkeeping: the fundamental theories of the accoimt or logis-
mology which fall into two groups: the personalistic-account theory
(based on the assumption that all accounts represent persons)j the
Ipellow of New College, Oxford University, England.
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positive or value-account theory (which contends that accounts should
be opened only to things);^ theories based on inductive logic — say,
contrasting the shortcomings of single entry with the virtues of
double entry.2
The theories appearing before the nineteenth century seem to
have been interested in stating the constant equality of debts and
credits rather than prove it. On the contrary, theories appearing
in the nineteenth century endeavored to prove this constant equality.
Vincenzo Gitti stated the proprietorship equation based on
the interplay between asset and liability accounts and nominal accounts
by using A for assets, P for liabilities, and N for original net
worth, thuss
A - P = Nj or A * P + N.
He observed, and correctly so, that transactions involving
only asset and liability accounts do not cause a change in the net
worth:
A' - P' = Nj or a' = P' + N.
He went on to observe that when nominal accounts are involved,
net worth does change, and using additional symbols — R for in¬
crease and S for decrease of net worth — he detemined this change,
thus:
A' - P' = N + R - Sj or A* + S « P' + N + R.
Gitti concluded that double entry had nominal accounts f or R and S
^Edward Peragallo, Origin and Evolution of Double Entry Book¬
keeping (New York: American Institute Publishing Compaiy, 1930), p.98.
hhxd,, p.107.
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and thus constantly maintained the equilibria between asset and lia¬
bility and the nominal elements of capital. He believed he had
proven the debit and credit equality of accounts,^
Professor Fabia Besta, known in Italy as Master of Accountancy,
remarked that the point of departure of Gitti and some of the early
scholars on this subject was correct, but that their proof of the
equality of debts and credits was erroneous because they did not give
recognition to the values of accoxints, yet the equality of debits and
credits is essentially an equality of values of acco\ints.
Professor Besta developed a sound theory (the value theory)
based on the principle that all accomts are opened directly to objects,
and demonstrated the equality of debits and credits. He also demon¬
strated mathematically that the debit values of accounts c onstantly
equalled the credit values of accoiints. He attacked and destroyed
the personalistic account theory and established the fact that early
accounts used in bookkeeping were opened to debtors and creditors and
that the terms "dare" (debit) and "avere" (credit) meant "to give"
and "to have" respectively. Changes made "to have" to represent
debit accounts and "to give" to represent credit accounts of all
assets and liabilities. Professor Besta's account theory says, in
essence, that all that affects an account shovild be recorded in the
2
same place.




one can but see how it has taken human industry and genius to attain
modern methods. One can also see iidiat difficulties the evolution
or revolution to effect changes in these ne thods encountered. As
mentioned earlier, some of the difficulties they faced are not un¬
common today, and, at times, for no good reasons.
CHAPTER III
ACCOUNTING IN FIVE SELECTED COUNTRIES ~ A.
SURVEY OF ACCOUNTING PRACTICES
This chapter will survey briefly the present day accounting
practices in a selected five countries. In this survey, interest
will be focused on the factors that influence practices, the forms
of financial statements, auditors’ reports, and the treatment of
certain items.
Sweden
In Sweden, as in many other coiuitries, accoTinting practices are
directly influenced by: (l) legislation, say, in the form of tax,
business, and civil laws; (2) academic and educational circles; (3)
pronouncements and recommendations of the National Institute of Ac¬
countants (Foreningen Auktorisderade Revisorer); and proposals and
recommendations issued by industrial and trade associations.^
Previous experiences of cyclic movements and inflationary
prices, especially those siiffered by neighboring countries, have
made Sweden most alert. The national policies are directed against
these factors. Accumulation of big inventories in profitable years
and significant secret reserves are permitted as a protection against
^Gerhard G. Mueller, Accounting Practices in Sweden (Internation¬
al Business Series: Studies in Accounting, No.2; Seattle, Washington:
University of Washington, 1962), p.l.
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adverse years. "Keeping the economy stable and always having some
reserves for a rainy day...is in accord with the general conseinrative
characteristics of the Swedish business community at ]arge."
Owing to the experience of price level movements and certain
cases of financial swindles during and after World War I, ..."Con¬
servatism became the most fundamental credo of business and has
maintained that.status ever since.
There are four main forms of business organizations in Sweden:
the limited liability company, the proprietorship, the sole proprietor¬
ship, and the cooperative. The last type is a very important organi¬
zation in the Swedish economy. The Cooperatives (Ekonomisk Forening)
are required to furnish their members with annual financial state¬
ments and may furnish them to the public on request.
The reporting practices require the auditor to sign the balance
sheet and the profit and loss statement for identification. The
signature may be followed by a statement referring to the audit report
which the auditor must furnish separately.
There is no prescribed form of audit report, but the Companies
Act specifies the matters to be covered by the audit, such as auditor's
reservations regarding the company's financial statement, bookkeeping,
the safeguarding of its assets or the administration of the company's
affairs, etc., and his reasons for such reservations are to be spelled
out in the report. This would be similar to a qualified opinion
in the American accounting.
^Ibid., p.2.
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Form and Content of Financial Statements
The order of items in the balgjice sheet is as follows: On
the asset side of the balance sheet, the fixed assets are shown first,
%
current assets next; on the liability side, capital is shown first
followed by legal and general reserves, special reserves, depreciation
reserves, long-term debts, current liabilities, and lastly, unappro¬
priated profit.^
The balance sheet, shown in HgUre” Ijilliistrates, to an extent,
the foregoing description. The failure to conform to the description
on the liability side, for (the capital is not in the order envisaged
by the descidption), may indicate a gradual change to the form used
in other countries. In fact, the authorized Public Accounts Associa¬
tion has recommended the order used in the United States, and it is
reported that a number of the large firms have adopted it in their pub¬
lished statements.
Inventory Valuation
In the name of conservatism and careful business administration,
many assets are carried in the accounts at values substantially below
the permissible maximum. Prevailing inventory practices follow
the rule of cost or market, whichever is lower. Cost is calculated
on the first-in, first-out basis.
For tax purposes, however, inventory may be reduced by as much
as 60 percent after the reduction of unsellable and obsolete goods.
There are other alternative permissible methods of inventory valuation
^American Institute of Certified Public Accountants, Profession¬








Forest and farm property XXX XXX
Industrial and other buildings XXX XXX
Plant, machinery and fittings XXX XXX
Current building XXX XXX
Investments in
subsidiary companies XXX XXX
others XXX XXX XXX XXX
Patents and manufacturing rights XXX XXX
Long-term receivables from
subsidiary companies XXX XXX
others XXX XXX XXX XXX
Total fixed assets XXX XXX
Current Assets
Stocks
raw materials XXX XXX
other consumable items XXX XXX
finished and semifinished goods XXX XXX XXX XXX
Receivables from
subsidiary companies XXX XXX
others XXX XXX XXX XXX
Investments
Cash at bankers, in hhndand in'postal
XXX XXX
cheque account XXX XXX
Total current assets XXX XXX




Assess- Fire Assess- Fire
ment for insurance mentfor insurance









Factories, houses and XXX XXX XXX XXX
other property






pension and employee funds XXX XXX




taxes payable XXX XXX XXX XXX
Total liabilities XXX XXX
Special reserves
Investment funds, tintaxed, for
buildings XXX XXX
manufacturing XXX XXX
forestry XXX XXX XXX XXX








General reserve XXX XXX
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Figure 1 (continued)




transfer to legal reserve fund • XXX
transfer for increasing share
capital XXX
Unappropriate profits xxx XXX
Profit for the year XXX XXX XXX XXX
Total capital XXX XXX
Total liabilities and capital XXX XXX
Mortgages
secured on property XXX XXX
secured on chattels XXX XXX
restricted accovuit at bank XXX XXX XXX XXX
Surety and contingent liabilities
discounted bills of exchange XXX
others XXX XXX XXX XXX
Source:Mueller, op.cit.,
for tax purposes. The inventory treatment in Sweden is adequately
described by the following quotation:
It may be said in general that at the present time most
leading Swedish companies report in their balance sheets
a value for stock-in-trade that is much — often 50
percent or more — below present replacement cost. But
it is usually not possible for anyone outside a company
to know exactly its position as regards stock-in-trade,
as the law does not require companies to make public their
method of valuation. The Companies Act prescribes that
any material changes in the principles of valuation shall
be mentioned in the annual report of the company, but this
may be done in a fairly general way without giving any
23
detailed figures on the effect of the changes.^
The existence of such a situation might have led Professor
Mueller to speak of the Swedish accounting practices as being
"exti^mely liberal and flexible” in comparison to American or British
standards.
Intangible Assets
Goodwill, traddmarks, trade names, etc., are amortized in
equal amounts over a period of ten years. Patents are amortized
over their useful life.
Argentina
Accounting practices in Argentina have sources similar to
those which are usually the main fountains in most countries. In
general, practices there are influenced by; (1) laws contained in
applicable codes and subsequent decrees and laws modifying code
provisions; (2) accounting literature orginating in Europe and the
United States; (3) writings of accounting academicians and practition¬
ers in Argentina.
The latter sou.rce seems to be promising in deriving more
meaningful practices in the future. The main participants of this
source are professors of the University of Buenos Aires. In fact,
they made up the committee which evolved the statement of ‘•Minimum
Standards for the Preparation of Financial Statements.” The
^Per V. A. Banner, Arsredovisningen j Praktiken, Meddelande
nr.U3 (Stockholm; Foretagsekonomiska Forskningsinstituet, 1953), p.
262, quoted by Gerhard G. Mueller, Accounting Practices in Sweden,
p.l2.
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National Public Accorintants (Contador Publico Nacional), by their
very title, are university graduates and would therefore be well
qualified technically.
The legal source, of course, is of greater influence in
Argentina, In certain cases, accounting practices are specifically
regulated by legal stipulation. One of the Commercial Code require¬
ments probably indicates what role the government plays in the account¬
ing of the country. The code requires that each business book be
signed and serially numbered by a judge of a commercial court. There
have been some modifications to this requirement as Tifilliam Chapman,
an Argentine author, indicates:
The procedure was modified later so that the judge signs
on a sheet stuck on the first page, whereon each book is
given a control number, and then each page of the book is
marked with indelible ink in lieu of the judge's signature.
This procedure is supposed to ensure that business firms
will keep two sets of books, as in order to have a new
book "rubricated” one must exhibit the previous one duly
used up,l
These legal requirements may give one a picture of a very
rigid system. It would be appropriate, therefore, to mention here
that there is a wide rauige of accounting practices in Argentina.
Throughout the accotinting literature of this country runs the central
preposition that any accounting practice is acceptable so long as
it can be reconciled with known theories of accounting and so long
as it finds uniform and consistent application within an enterprise.
^vaUiam Leslie Chapman, "Public Accoiinting in Argentina," The
Price Waterhouse Review, Vol.II, no,3 (September, 1957), p.lO,
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Emphasis lies on ’’continued and consistent” application, and com¬
parability between periods are given attention.
Inventory
Any inventory method may be used in Argentina so long as it
is applied consistently. Pricing of inventories at the lower of
cost or market is widely used. The ’’Normas Minimas” (Minumum
Standards) lists, among others, the following methods: first-in,
first-outj last-in, first-outj specific identification; weighted
average cost, and base stock.^
On the basis of what is technically reasonable, easy to
implement and in confonnity with the type and the characteristics
of the enterprise, suiy of the following valuation premises may be
used: cost of production; cost of acquisition, including cost of ready¬
ing the merchandise for sales; current replacement costs; current
market price less direct selling expenses; selling price less direct
selling expenses; and the lower of production, acquisition or replace¬
ment cost.
Form of Financial Statements
The law of the land prescribes the form which financial state¬
ments of the various economic activities must take. The Inspector
of the Central Banks, for example, prescribes a \aniform chart of ac-
covints and the form of financial statements of all Argentine banks.
^Comite Permanente de Organizacion y Auditorio, Normas Minimas
para la Confeccion de Estados Contables; Institute de Contabilidad
Superior, Facultad de Ciencias Economicas, Universidad de Buenos
Aires (Buenos Aires: Imprenta de La Universidad, 1958), pp.l5-l6.
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Figure 2 shows a balance sheet of a company styled on the prescribed
form. The model balance promulgated by law has not been reproduced
because it is too lengthy.
The law requires the auditor who certifies the balance sheet
also to verify the correct use of the model financial statements.
In Argentina, unlike West Germany and some of the other countries,
there is no legal requirement of disclosure of secret reserves.
Retained Earnings
The balance sheet has a portion for the reconciliation of re¬
tained earnings. There is a provision for "provisional dividends"
both in the balance sheet and income statement. There are the divi¬
dends proposed by the directors but not yet approved by the stock¬
holders. The "clean surplus" method is in common use in Argentina.
The Netherlands
In the Netherlands, accounting rests on two fundamental premises
(1) that accounting has strictly a service function to perform; and
(2) that accovinting derives its practical validity from a close re¬
lationship with the economics of the firm and not necessarily from
broad cross-sections of prevalent accounting practices. In this
context, it would be easy to see why the application of the replace¬
ment value theory has gained a finn foothold in the accounting prac¬
tices of the Netherlands.^
^Gerhard G. Mueller, Accounting Practices in the Netherlands
(International Business Series: Studies in Accounting, No.l: Seattle,
Washington: University of Washington, 1962), p.6.
FIGURE 2
Purpose and Principal Branch of Activity: Garment Manufacture.
Date of Authorization by Government Decree: November 30, 19UU.
Date of Etnry in the Public Registry of Commerce; January 17, 19ii5*
Amendments in Sature:
Date of Approval by Government Authority: Nov.29, 19U7j Jan.28, 1950
Sept.19, 1950; June 22, 195U, and Feb.6, 1959.
Dates of Entry in the Public Registry of Commerce: April 12, 19it8;
April 26, 1950; Dec.28, 1950; Aug.ij., 195ii; March 20, 1959 and
May 18, 1961.
SUIXTIL S.A.I. y C.
17th Financial Year started on Jaiuary 1st, 1961











Raw Materials and supplies xxx














Industrial machinery, Workshops, Office
machines and furniture, rolling stock,
buildings, air conditioning equipment
and their appurtenances:
Original Values xxx
Less: Previous amortization xxx
Amortization during the year xxx xxx xxx




Less: Previous amortization xxx




Note: Inventories and Investments shown at cost
SHARES
Capital Common Common
Class A Class B Total
(5 votes) (1 vote)
Authorized xxx xxx xxx
Subscribed xxx xxx xxx









Mortgages (above one year)
Financial Liabilities:










Fiscal and Welfare Charges:
Up to a term of one year xxx








Deferred and Long-Term Profits
None
TOTAL





Premim on shares xxx
Contingencies xxx
Balance of Accounting Adjustment - Law xxx
15272 xxx
Profits s
Carry over from previous year (earnings) xxx
Balance for this year xxx xxx
TOTAL
Pro-Forma Accounts (or Memorandum Accounts)
Notes Discounted xxx
Guarantee Stock deposits (Directors) xxx
Stock Deposit - Staff Capitalization Fund xxx











I HEREBY CERTIFY that the figures of the foregoing General Balance
Sheet, prepared in accordance with the provisions of Decree Bo.
979$/$h) reflect accurately theposition of the Company's assets and
liabilities, and that the net results therein reported arise from
the Company's books and accounting records, kept in conformity with
legal requirements. It should be noted that the figures for Inventor¬
ies have been reached by physical accoimt of stocks.
Armando J. Marre
Chartered Public Accountant
C.P.C.E.Tomo XXIII Folio I90
Source: Gerhard G. Mueller, Accounting Practices in Argentina, pp.ltB-Ul•
Accounting practices there, unlikemany other countries, are
not dictated by legislative provisions. The sources of accotinting
practices have been the accounting academicians; the Institute of
Accountants in the Netherlands; and the business community. Since
there is no detailed legal stipulation as to practices, form and
basis of presenting financial statements, one finds diverse forms
and bases of presentation and valuation. Professor Mueller remarks
about the practices there as follows; "At first, it is frustrating
for the outsider when he begins to examine the accovinting practices
of the Netherlands and discovers, even though he deals with a rela¬
tively small country, that there are no "generally accepted principles"
of accounting to which the Dutch adhere. Consequently, one may find
published annual financial statements prepared on the basis of
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historical cost, and others which embrace many of the tenets of
replacement value theory."^
Auditing of Financial Statements
'•The law does not require that the annual accounts of public
companies be audited."^ There is a provision in the code which al¬
lows the general stockholders meeting to appoint an expert who would
regularly supervise the accounting records and who would report to
the same on the balance sheet, the profit and loss accounts, and the
esqplanatory memoranda drawn up by management. This appointment is
strictly vol\intary and there seems to be no set qualifications for
such expert.
Where an independent auditor is employed, he makes a very short
report in which his opinion is expressed, or, where he deems the
financial statements acceptable without qualification, he merely
signs the statement. He may include the word "approved'* or a
phrase, say, "audited and approved."
Figure 3 shows the Summary Dutch Model Financial Statements
recommended (1953) by a committee appointed by the Boards of the
Netherlands Employers' Organizations.
Retained Earnings
Although there is no legal requirement for the creation of
reserves, it is customary to allocate most of the income after divi-
llbid.
^A. Th. de Lange, "Principles of the Accountant's Profession,"
Proceeding, The Seventh International Congress of Accoiuitants
(Amsterdam, 1957), p.l23. Quoted by Mueller, Ibid., p.l?.
FIGURE 3
SUMMART DUTCH MODEL FINANCIAL STATEI'ffiNTS
The 1955 report of a committee appointed by the Boards of the
Netherlands Employers' Organizations recommended the following forms































Balance of profits before taxes xxx
Taxes xxx
Balance of profits after taxes xxx
Source! I, Kleerekoper, ''Some Aspects of Accounting and Auditing in
the Netherlands,” Seventh Summer School (St. Andrews Univer¬
sity: The Institute of Chartered Accounts of Scotland,
June 12 to 17, 1959), p.52.
dends to vai*ious reserves or to a general reserve.^ It is said,
in fact, that reserves take the place of retained earnings. The
income statement usually ends with a balance equal to that part of
earnings which will be distributed. Dividends and Bonuses are
considered income distributions. The balance of a Dutch income
statement would have no relevance to the balance on an American
income statement.
West Germany
Germany is one of the co\mtr3.es said to have highly developed
accounting procedures, especially in the area of cost accounting.
This can be attributed to the emphasis given to academic accounting
^AICPA, loc.cit., p.l5
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in the German viniversities. Accounting is regarded as an area
of specialization within business economics. The experience of the
two world wars and their economic aftermaths are factors which have
influenced present day German accounting practices.
Much of the German accounting is said to be oriented to the
principles of creditor protection and business conservatism. This
is particularly true of its valuation principles. It reflects the
age-old business attitude that the wise businessman is a prudent
businessman.^
Hidden Reserves
In accordance with this age-old business prudence, the German
approach to valuation permits the use of hidden reserves as an est¬
ablished accounting practice. However, hidden reserves like expensed
capital assets or fictitious liabilities are not permissible. In
any case it is true that many assets are understated in balance
sheets; and German author!titative opinions condone and deem the
practice necessary, as can be seen from the following quotation;
In a free, conpetitive economy, every -undertaking is
exposed to risks and dangers which cannot be absolutely
predicted. The losses arising from -these contingencies
can be large or small. Such losses must be charged to
the profit and loss sta-tement, if the clean surplus theory
is followed, or charged directly to surplus, if the current
operating concept is used. ^n any event, such losses are
borne by the equity interest.
^Gerhard Mueller, Accounting Practices in West Germany (Inter¬
national Business Series: Studies in Accounting, No.ii, 19^1;), p.l3.
^Johannes Semler, Jr., '•The German Accountant Approach to Safe¬
guarding Investors and Creditors Interests,'* Technical Papers, Eighth
International Congress of Accountants, 1962, Session "N", p.8.
Quoted by Mueller, Ibid., p.ll.
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This practice makes it difficult to evaluate the efficiency
of management by the profit criterion. For it is clear that such
significant secret reserves distort highly the result of operation
in terms of profit. As one writer has put it: "Resulting from the
strong viability of the hidden reserves, it is also impossible to
determine exactly, how far a given profit figure originated from ef¬
fective results of yearly operations and how far dissolution of hidden
reserves is concerned."^
The German reserves fall into two broad categories: (1) The
"Ruckstellungen" are provisions created by charges in the profit and
loss account. They represent current costs or expenses but not ex¬
penditure; they are, therefore, a periodic item. Nonetheless, their
establishment is mandatory for the protection of creditors; and (2)
The "Rucklagen," which are appropriations of earnings. At times,
they may include certain items of capital surplus. In any case,
this type of reserves is similar to reserves in other countries —
the U.S., for example.
Financial Statements
Financial statements must conform to legally prescribed standard
statement classifications. Annual business reports of the board of
directors to stockholders supplement the financial statements. They
are a means of disclosure. The model balance sheet prescribed by
the German Corporation Law shows first (on the debit side) outstanding
subscriptions for base capital stock, followed by fixed assets, current
^Ibid., p.l2.
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assets, items delimiting periodic accounting (prepaid items, etc.)j
and on the credit side, it shows base capital stock first, followed
by reserves, value corrections toward fixed items, reserves for
uncertain debts, liabilities, items delimiting periodic accounting
(deferred items), etc. A balance sheet drawn in conformity with
this model appears in Figure U*
The strong legal requirements tend to dictate even the auditor
opinion. The express purpose of the independent audit in Germany,
therefore, consists of the determination of the extent to which the
annual closing and resultant financial statements conform to statu¬
tory requirements. This is apparent from the wording of the preseribed
auditor's certificate:
According to the concluding result of my (our) mandatory
examination, on the basis of the books and records of the
company as well as t he explanation and proofs given by
management, the bookkeeping, -the annual accoiints, and the
annual business report, as far as it elaborates the annual
accounts, meet the legal requirements.^
The German accounting system has been said to have attained
significant \miformity in its national practices. Maybe this is
because of such strict legal stipulation regarding accounting prac¬
tices.
The U.S.S.R.
Sources on the Russian accounting practices are very limited
in this part of the world. The survey will be limited, therefore,
to a very few items and to general remarks.
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XXX XXX XXX XXX XXX XXX
buildings
with factory of other
XXX XXX XXX XXX XXX XXX XXX
buildings XXX XXX XXX XXX XXX XXX XXX
Machinery and plant XXX XXX XXX XXX XXX XXX XXX
Tools and equipment
Buildings and plant




XXX XXX XXX XXX XXX
similar rights XXX - - - XXX XXX
XXX XXX XXX XXX XXX XXX
Investments XXX XXX XXX - - XXX XXX





Raw materials and supplies xxx xxx
Semi-finished products xxx xxx
Finished products xxx xxx
Deliveries and services not yet billed xxx xxx xxx
xxx
Marketable securities sxx xxx
Mortgages owned xxx xxx
Receivables
Advance payments xxx xxx
Accounts receivable for deliveries and services xxx xxx






Cash and other liquid funds
Notes receivable xxx xxx
Checks xxx xxx
Cash on hand and in Bundesbank and postal check offices xxx xxx















LIABILITIES DM DM DM El'i in
thousands
1. Capital Stock
Class A shares (total votes 350,000) xxx xxx
Class B shares (total votes 250,000) xxx xxx
xxx xxx
II. Surplus
Legal reserve (including capital surplus) xxx xxx
^ ■■. Earned surplus xxx xxx
Allocation xxx xxx
xxx xxx
Stockholders' Equity xxx xxx
xxx xxx
III.Specific Reserves




6% debentures of I96I xxx
Land charges •
xxxNotes and other loans xxx xxxReconstruction loans xxx xxxCredits from banks xxx xxx
xxx xxxOther liabilities
Payments received on account xxx xxxAccounts payable for supplies and services xxx xxxAccounts payable to subsidiaries and affiliated
companies: Siemens-Alterstursorge GmbH









7. Deferred Items xxx xxxx
VI. Net Income
Net income of fiscal year xxx
Balance brought forward from previous year xxx
xxx
KXX
Debts under Equalization of Burdens Levy









Source: Gerhard G. Mueller, Accounting Practices in West Germany, op.cit.. pp.46-li7.
At this stage of the study, it has become clear, by recurrence,
that economic and political factors play a major part in the shaping
of accounting systems and practices in most, if not all, countries.
Enterprises in capitalist economies are profit-oriented, profit
being a measure of performance. Enterprises in socialist economies
(socialist in the strict sense) are plan-oriented, fulfillment of
the plan, or overfulfillment, being the main goal. Each of these
aspects is very true of the U.S. and U.S.S.R. economies,respectively.
••Under a socialist system in which all economic activity is
controlled by a master plan, government-directed accounting is a
must.'*^ The procedures to be followed are determined by the Mini¬
stry of Finance. The fundamental methods and principles, however,
are similar to those used in most other countries. The double entry
and the accrual basis are used.
The Russian accounting system is reported to have a high degree
of uniformity and also an elaborate design of check and control.
The overall Russian accounting system has been very aptly described
by Richard Purdue as follows:
The mach-inism has at least the advantage of uniformity and
apparent orderliness. It offers a vast array of uniform
accounting techniques, uniform accounting documents and
financial statistics are highly comparable between enter¬
prises and industries. It has the^simple beauty and
the complex ugliness of a monolith.
^Robert ¥. Hirschman, •’Accounting in the Soviet Union," Fin¬
ancial Executive, December, 1961+, p.52.
^Richard B. Purdue, "Techniques of Soviet Accounting," The
Journal of Accountancy, July, 1959, p.i+8.
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The Accounting Profession
It is reported that there are no formal organizations for
expert accoimtants and no professional standards or codes of ethics
for the profession. The expert accountants are people who have been
engaged in accounting for at least ten years; and have had sunstantial
legal training and have been certified by special permanent com¬
missions set up by the State financial bodies.
The tenm "auditor" is not limited to the sense that it has been
in most of the Western countries. In Russia, some of the auditors
are noneconomic. The inspectors from the Soviet Control who look
for breaches of rules and instructions of all kinds; the regional
officers of the Ministry of Finance who seek to discover reasons for
failure to achieve the objectives of the plans; officials of the
central bank (Grosbank) who check the payments of each enterprise to
ascertain that such payments conform to company plans, prices, and
wage regulations, etc,, are auditors in a sense,^
Financial Statements
The absence of certain items from financial statements are of
great interest. In the Russian accounting system, land and natural;
resources are not shown on the balance sheet. Their values cannot
be determined in monetary terms; after all, they are owned by all
people — they belong to the "whole people." There is no charge
for interest and rent ~ they connote exploitation.
Goodwill does not appear on the balance sheet. It does not
1
Hirschman, op.cit., p,52.
exist because enterprises are not sold or bought.
Since prices are set by the state, there are no price or rate
variances for raw materials and labor from the standard cost.
The charge for depreciation on fixed assets appear very inade¬
quate. This may be because the charge has, probably, no tax advant¬
age motives. A comparison of a selected five years' depreciation
charges between the U.S. and the U.S.S.R. expressed as percentages












U.S. 10.1 7.6 7.3 5.6
U.S.S.R. 5.U 3.9 3.6 2.7 2.3
All in all, the Russian accounting system has attained a very
high standard of uniformity. Charts of accounts are standardized
and several other aspects of the system have achieved high uniformity.
Already there has been some fear among ^ accoiintants about the
possibility of the Russian state-directed type of accounting spread¬
ing to the West. Dudley Browne expressed this fear strongly in an
article entitled, "Can Accountants Stand Accoimticare?" He asks
the questions Will highly centralized and excessively uniform account¬
ing systems someday threaten the creativity of the profession?
By "Accounticare," Browne means a kind of controlled account¬
ing system whose rules are rigidly defined and whose practices do not
grow democratically out of the environment in which it operates, but
^Robert W. Campbell, Accounting in Soviet Planning and Manage¬
ment (Cambridge, Mass.; Harvard University Press, I963), pp.50-53, 76.
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'•are handed down from on high by fiat or decree... .This type of account¬
ing is a possibility that may someday develop into a reality if we
are not alert now to the dangers involved, and if we do not now recog¬
nize the trend and act to combat it," he says.
Browne reminds his readers that they should remember that such
type of accounting was appropriate for state-controlled economies
such as the Russian. He affirms the view that accounting is not
performed in "a vacuum but in a socio-economic system" to which it
must be responsive. The Soviet accounting must be responsive to the
Soviet economic environment, and our 'jU.S.^ system must be responsive
to ours."^
Fears of this nature implicitly take a dismal view of the
advocacy for a global uniform accounting system. But these fears
would be easily understood after reading this chapter. For the
chapter, though not an exhaustive study, has attempted to show some
of the differences and similarities in accounting practices in other
countries.
In the course of the discussion in this chapter, one thing
has become clear, and that is that each country's practices have a
different emphasis. Replacement value accounting, forexaraple,
has its strongest advocates in the Netherlandsj the Swedish account¬
ing is oriented to national economic policies; Argentina is among
^Dudley E. Browne, "Can Accountants Stand Accounticare?"
Financial Executive, January, 1965, pp.2l;-26, ij.?.
the few co\intries permitting price index revaluations^j the German
accovtnting is oriented to the principle of creditor-protection and
business conservatism; the Russian system, as one may notice, is
plan-orientedj the U.S. system, profit-oriented.
The question, however, is still whether or not these differ¬
ences and different emphases can be insurmountable obstacles in
the way of the system envisaged by this study. This question cannot
be answered at this stage of the study. The writer, therefore,
postpones the answer to this question until other case studies and
the questionnaire analysis have been made.
^Gerhard G. Mueller, Accounting Practices in Argentina (Inteiw
national Business Series; Studies in Accounting, No.3, 1963) preface.
CHAPTER IV
ACCOUNTING IN THE U.S.A. — A CASE STUDY OF SOME
OF THE DIFFERENCES WHICH EHST AND WHY
THEY PERSIST
This chapter will examine birlefly the sources of accounting
practices in the United States and will then dwell on the analysis
of differences in these practices. It will do so, mainly through
tabxYLation. The chapter will also dead very briefly with a few of
the principles generally accepted in the U.S.
For the source of data for this analysis, this study will
utilize the findings of a long-range survey begun by the Council of
the AICPA in 19U6 — which is still in progress. This survey analyzes
corporate annual reports of a selected six hundred industrial com¬
panies in the U.S. Most of the data will be drawn from the latest
edition of the survey (the 20th edition, I966).
While it is often said that figures by themselves do not
normally have meaning, and that they need to be given meaning to tell
what story is embedded in them, it is hoped that most of the tables
in this chapter will be able to speak for themselves. The writer
will, of course, endeavor to give them meaning wherever necessary.
In essence, this analysis will seek to show the differences in the
fontis, titles, terminologies and the frequency of use of such in
the various financial statements published in the annual reports of
the six hundred companies of the survey. It will help to show the
hS
extent of uniformity and divergence in the U.S.accounting practices
Accounting Practices
Sources of Influence on Accounting Practices in the U.S.
Accounting practices in the U.S. have evolved from years of
professional experience. However, the influence of certain institu¬
tions, some of them not within this profession, is apparent. These
institutions are the American Institute of Certified Public Account¬
ants (AICPA)j the United States Security Exchange Commission (SEC)j
the ^^ew York Stock Exchange; and the Internal Revenue Service of the
U.S. Treasury Department.
It m.ay be correctly stated that the generally accepted accoimt-
ing principles in the U.S. “have not been codified by a professional
organization or government agency.” It may also be said that they
have gained this status through their acceptance by business and fin¬
ancial communities, and by members of the accounting profession.
However, it is true that the AICPA has not only been instrumental
in causing this acceptance but it is now the recognized organ for ihe
formulation of accounting principles in the U.S.:
The general p^lrpose of the Institute in the field of financial
accoimting should be to advance the written expressions of
what constitutes generally accepted accounting principles,
for the guidance of its members and of others. This means
something more than a survey of existing practice. It means
continxiing effort to determine appropriate practice and to
narrow the area of difference and inconsistency in practice.
In accomplishing this, reliance should be placed on persuasion
rather than on compulsion. The Institute, however, can, and
it should, take definite steps to lead in the thinking on un¬
settled and controversial issues....The Board (the Accoiinting
Principles Board of the AICPA) shall have the authority and
duty to issue, in its name, pronouncements on accounting
principles. It may, in its discretion, revise or revoke, in
whole or in part, or issue interpretive statements as to any
pronouncement previously issued.^
The National Association of Accountants (NAA) also has its
influence. It can only be said, therefore, that as in many other
countries, accounting practices in the U.S. have been a result of
the influence of these institutions, ae well as the economic environ
ment.
The main forms of business organizations in the U.S. are the
Corporation, the Partnership, and the Sole Proprietorship. There
is also the Joint Stock Company, in which holders of stock are
personally liable for the debts of the company.
Form and Content of Financial Statements
Most of this section will be concerned, as mentioned before,
with the presentation of a tabulated analysis of the various prac¬
tices concerning statements. The development of the forra of fin¬
ancial statements is ascribed to the institutions mentioned above.
This is clear from the following quotation:
The form and content of financial statements have been dev¬
eloped and clarified over the years by the appropriate com¬
mittees of the Institute (AICPA), by writings of professional
accountants and educators, and, significantly, by the require¬
ments of the SEC in its Regulation R-X, which deals with the
financial statements required to be filed with the Commission.
The New York Stock Exchange also has particular requirements
applicable to financial statements of companies, whose securi¬
ties are listed on this Exchange.^
^Paul Grady, Inventory of Generally Accepted Accounting Prin-
ciples fcS* Business Enterprises (Accounting Research Study, No.7»
New York: The AICPA, 1965), pp.l7-lB.




Even though the form and content of financial statements have
been developed and clarified by the institutions mentioned in the
foregoing quotation, there is no uniformity of balance sheet form
in the U.S. as yet. Even the term balance sheet itself (meaning
statement of financial condition at a given date, or, the statement
which describes assets, liabilities, and stockholders' equity) is
not used by all the enterprises. Table 1 shows the various titles
used by the six hundred companies of the annual survey.
Nevertheless, two forms of the balance sheet are common]
these are the "customary" form, and the "financial position" form.
Even within these two classifications, there are several variations
as indicated in Table 2,
Usually, however, the customary form shows assets equal
liabilities plus stockholders' equity, or assets less liabilities
equal stockholders' equity. The financial position form generally
shows net assets equal to stockholders' equity, or in other varia¬
tions as shown in Table.2.
From Table 2 it can be seen that between 191+6 to 1965 the
customary form was used by a very high ma:ority of the six hundred
companies. The fineincial position form has remained in a very low
minority usage over these years, and it is now on the declining
trend. In fact, the average usage of the tow forms over these




Terminology Applied 1965 I960 1950 19U6
Balance Sheet, used with:
Customary form U70 ii56 h92 598
Financial Position, used with:
Customary form la h3 13 3
Financial position form 53 60 52 9
9k 103 65 12
Financial Condition, used with:
Customary form 20 23 15 1
Financial position form 11 12 19 5
31 35 3h 6
Other Captions:
Customary form 2 5 2
Financi^ position form 3 2 h 2
~r ST 9 —r~
TOTAL 600 600 600 6co




Customary Form 1965 196C I960 1955 1950 19ii6
At Assets equal liabilities plus stockholders' equity 530 525 521 517 523 58U
B: Assets less liabilities equal stockholders' equity 3 h 5 5 3 —
Total 533 529 526 522 526 58U
Financial Position Fom
C. Current assets less current liabilities, plus
other assets less bther liabilities, less
long-term indebtedness, equal stockholders'
equity 53 5h 51 32 7
D.Current assets less current inabilities, plus
other assets less other liabilities, equal
long-term indebtedness plus stockholders'
equity 3 6 7 8 6
E.Current assets less current liabilities, plus
other assets less other liabilities, equal
stockholders' equity (long-term indebted¬
ness not shown) 8 10 20 19 36 9
Current assets less current liabilities less
lon^-term indebtedness, plus other assets,
equal stockholders' equity 1
TABLE 2 (continued)
1965 196U I960 1955 1950 19ii6
F. Current assets less current liabilities, plus
other assets (or total assets less current
liabilities) equal long-term indebtedness
plus deferred credits plus stockholders*
equity 2
G. Current assets less current liabilities less
long-term indebtedness plus other assets
less other other liabilities, equal stock¬
holders ' equity 1
Total 67 71 7h 78 7h 16
TOTAL 600 600 600 600 600 600
Source: AIGPA, Acco\.uiting Trends and Techniques, op.cit., p.ll
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Order of Items
Usually the left side of the balance sheet lists assets in the
order of their liquidity — beginning with current assets and descend¬
ing to properties, deferred charges and intangible assets. The
right side lists liabilities, beginning with current liabilities and
descending to long-tenn liabilities and deferred credits, and ending
with the stockholders’ equity (capital stock, capital surplus items
and retained earnings).
Though this sequence is the most common in the U.S. balance sheets,
certain industries depart from it. Regulated utilities, for example,
list properties first on the debit side, and capital accounts appear
as the first section of the liability side.
Income State — Title Terms
Like the balance sheet, the Income Statement (the statement
which tells the story of operations over a period of time) is known
by diverse titles as indicated by Table 3. From this table it can
be observed that of the contending terminoligies, the term "earning”
is gaining acceptance while the term "profit and loss" which used to
be more popular is losing ground. However, by 1965, the term "income”
still predominated among the six hundred companies surveyed.
Income Statement — Forms
There seems to be two general categories of income statement
forms (with some variations within each category): the "multiple-
step” form and the "single-step” form. The former uses the con¬
ventional grouping of items with intermediate balances, while the
TABLE 3
INCCME STATEMENT TITLE
Terminology Used 1965 196h i960 19^^ 1950 19k6
Income 393 39U 382 361 329 317
Earnings 17U 161 132 135 93 10
Profit and Loss 3 8 2h 56 127 236
Operations 2k 33 35 30 30 10
Income and Expense 2 3 2 5 8 5
Income and Profit and Loss - - - 2 2 10
Income, Costs - - 1 1 1
Loss 1 - 1 2 1 -
Operating Results - - - 3 3 3
Profit 1 1 2 3 1; 2
Total 600 600 599 598 597 593
No Income Statement •• 1 2 3 7
TOTAL 600 600 600 600 600 600
Source: AICPA, AccountinR Trends and Techniques, op«cit.
latter groups use all income into one total and all expenses into
another. From Table k, it can be seen that the single-step form
has been gaining over the period of the siirvey, while the multiple-
step form has been losing.
TABLE k
INCOME STATEtffiNT FORM
1965 196U 1960 1955 1950 191+6
Form of Statement
Multiple-step form 182 189 210 258 302 263
Multiple-step form with a separate last section
21+ la. 63presenting: Nonrecurring tax items 3 9 8
Nonrecurring tax and nontax items 19 18 20 23 11 57
Nonrecurring nontax items^f- 35 30 28 25 31 85
Total 239 2ii6 266 330 385 U68
Single-step form 286 286 276 218 177 76
Single-step form with a separate last section
presenting: Nonrecurring tax items 1 12 13 22 13 13
Nonrecurring tax and nontax items 27 25 26 9 7 20
Nonrecurring nontax items* U7 31 18 19 15 16
Total 361 351+ 333 268 212 125
No Income statement presented - - 1 2 3 7
TOTAL 600 600 6co 6oo 600 600
Source: AICPA, Accounting Trends and Techniques, op»cit.>p.9» * excludes minority
interest and/or
earnings of subsid¬
iaries or equity in
such earnings.
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Stockholders* Equity — '^‘itle TerminolPg;ies
There is a diversity of titles used for the stockholders'
equity as demonstrated by Table From this table it can be ob¬
served that the use of the terms "capital" and "capital stock and
surplus" or titles incorporating such terms is continually declining.
The use of the term "stockholders' equity" or titles incorporating
this term has been increasing continuously in the period of the
survey.
Capital Surplus — Balance Sheet Captions
Discontinuation of the use of the term "surplus" in the balance
sheet, or other terms incorporating it, say, "capital surplus," "paid-
in surplus," "earned surplus," "appraisal surplus," etc. was recommend¬
ed in 19U5 and reaffirmed in I96I by the Committee on Terminology of
the AICPA. This recommendation seems to have been heeded by the
majority of the companies in the survey. Table 6 indicates that
only 203 companies of the survey have not followed the recommendations.
Retained Earnings — Balance Sheet Captions
In the past there seems to have been popular use of the term
"earned surplus" to denote that portion of income which is retained
by business after making payments such as dividends, bonuses, etc.
The Committee on Terminology made the following recommendation:
The term "earned surplus" be replaced by terms which indicate
source, such as"retained income," "retained earnings" or
"earnings retained for use in the business." In case of a
deficit, the amount should be shown as a deduction from
contributed capital with appropriate description.




Balance Sheet Title 1965 196]^ 1961 1955 1951
A. Capital stock and surplus U2. 56 85 li;3 l6k
B. Capital (Common) stock and earned
surplus 3 2 1 1 h
C. Capital stock and retained earnings 9 9 11 10 10
Capital stock and accumulated earnings r* - r 1 2
Capital stock and accumulated
(earnings, income) retained, invested) - - - 2 3
D. Capital stock and (earnings, retained
profits) invested, reinvested) 1 1 3 3 2
Capital shares and surplus - - - - 2
E. Capital and earnings invested 1 1 - - -
F. Capital and surplus 1 1 2 8 12
G. Capital and retained earnings 7 8 11 11+ 9
H. Capital and retained income 1 - - -
I. Equity capital 1 1 1 2 2
J. Capital and (accumulated earnings, profit
retained and employed) 1 1 2 - 2
K. Capital 3ii 38 52 66 72
Capitalization - - - 1 1
Capital (accounts, invested, invest- - - * 5 7
ment, structure)
L. Common stock on Common Stockholders'
Equity 2 - - - -
M. Derived from 3 3 3 3 3
Investment represented by - - 1 1 1
Investors' equities - - - 1 2
Net worth - - — 1 10
Owners' investment - 1 1 1 1
N. Ownership 2 2 2 1 2
0. Ownership evidence by 2 3 3 3 3
P. Ownership (equities, interest, etc.) 1 1 1 2 2
Q. Ownership of net assets 2 2 3 3 1
Provided by - - 1 1 1
R. Represented by 7 8 9 16 13
S. Represented by Stockholders' or
shareholders' equity 3 1 - - -




Balance Sheet Title 1965 196U 1961 1955 1951
U. Sources from which capital was
obtained 2 2 3 3 6
Sources from which net assets
were obtained - - 1 1 6
V. Source of Stockholders' equity 2 - - -
W» Stockholders' equity 2U2 2U2 208 123 85
X. Stockholders' equity evidenced by 1 1 - - -
Y. Stockholders' investment 29 3U 37 51
Stockholders' ownership - - a 7 10
Z. Stockholders' interest 5 ,5 h 2 3
Stockholders' capital - - to 1 -1
a. Shareholders' equity 136 120 95 55 19
b. Shareholders' investment 25 21 15 10 6
c. Shareholders' ownership 3 3 2 1 2
d. Shareholders' interest 2 3 2 3 k
e. Shareowners' equity 19 17 21 7 1
f. Shareowners' investment 3 3 2 6 2
593 591 "W 552 526
g. No title set forth 7 9 lU hQ Ik
TOTAL 600 600 600 600 600
Source: AICPA, Accounting Trends and Techniques, op .cit., p.l2.
TABLE 6
CAPITAL SURPLUS CAPTION
1965 1961; I960 1955 1950 19l;8
Balance Sheet Captions
Including term '•surplus”
Capital surplus 151 161 178 198 221; 257
Paid-in surplus U3 U3 52 52 72 92
Capital surplus - paid-in 8 7 9 9 3 1;
Surplus (classified) 1 1 2 2 h 5
Surplus (unclassified) - 1 2 10 15 17
Surplus reinvested (unclassified) - - - 1 - -
Total retaining term ”surplus” 203 213 2ii3 272 319 375
■SHf-Total replacing tern "surplus'* 289 277 252 201 126 70
Percentage of Companies % % % % % %
Retaining term "surplus” 31 hk h9 58 71 Qh
Replacing term "surplus” 59 56 51 U2 29 16
100 100 100 100 100 100
^ The various balance sheet captions, which replaced the term
"surplus” used the following types of terminology:
1965 I960 1955
Additional paid-in capital 86 72
Additional capital 21 Ih ,7
Capital paid-in or Paid-in capital 7 5 5
Other paid-in capital 5 5 5
Other capital 20 16 Ih
Other contributed capital 1 3 1
Capital in excess of par or stated values 111; 93 65
Amount in excess of par or stated values 2 5 2
Investment in excess of (par, stated) value - 3 6
Capital (contributed, received) in excess
8of (par, stated, par or stated) values 1 11
Capital paid-in in excess of par value 12 13 11
Amount (paid-in, paid-in or assigned,
realized, received) in excess of (par,
stated, par or stated values)
Excess of (amounts received, amounts con¬
tributed, amoiints paid-in, capital paid-





Conversion, retirements, premium on
stock issued, and merger
Earnings (segregated, transferred, allocated,
capitalized)
Excess of proceeds received from sale of
treasury stock over cost thereof
Retained earnings transferred to capital 1
Additional contributed capital 1
Capital contributed and earnings capitalized
in excess of stated value of common stock 1
Capital resulting from issue of capital stock
by a consolidated subsidiary 1
Consideration received in excess of par value 1
Contributed capital 1
Credits in excess of par or stated value of
shares issued 1
Paid by shareowners 1







Total 289 2$2 201
Source: AICPA, Accounting Trends and Techniques, op»cit», p»lU»
Since the issuance of this recommendation, the use of the term
’•earned surplus" has steadily decreased as can be seen from Table
7. The trend has been toward increased use of terms connoting source,
such as'’retained earnings," "retained income," accumulated earnings,"
"reinvested earnings," ’.'earnings employed," etc.
Appropriations and Reserves
The Committee on Terminology of the AICPA has recommended that
the use of the term "reserve" be limited to indicate that an undivid¬
ed portion of the assets is being held or retained for general or
specific purposes, and that the use of the term in the income state-
TABLE 7
TERMS REPLACING "EARNED SURPLUS"
Earned Surplus Replacedt
















Earned Surplus Retained as;
Earned Surplus













1965 196It I960 1955 1950 19U8
hue. U25 371 301 20U 69
hs h9 51 U3 35 21
1 2 3 6 8 8
2 2 1 1 1 1
U95 U78 h26 351 2i;8 99
hOh 381 327 250 I5i; 60
2k 26 30 37 37 5
37 36 35 26 2k Ik
19 22 21 20 17 9
9 11 10 11 10 6
- - - 2 2 2
- - > 1 2 2
1 1 1 2 - -
1 1 2 2 2 1
U95 U78 U26 351 2li8 99
95 no 162 213 - -
1 2 k 10)
- - 3)
- - - 1)
- 1 1) 335 U8l
1 1 .2 5)
* - - 1)
- 1)
5 k - 2)
- 1 2 10 17 20
- - 1 1 1 1
3 k 2 1 - -
105 122 nk 2it9 352 501




1965 196ii I960 1955 1950 19U8
Number of Companies
Replacing "earned surplus" U95 U78 U26 351 2U8 99
Retaining "earned surplus" 105 122 17ii 2h9 352 501
TOTAL 600 600 600 600 600 600
Source; AICPA, Accounting Trends and Techniques, op.cit., p.l6«
ment or to describe in the balance sheet deductions from assets or
provisions for particular liabilities should be avoided.^ The
Committee further states that..."retained income appropriated to
some specific purpose nevertheless remains part of retained income,
and any so-called reserves which a re clearly appropriations or segre¬
gations of retained income, such as those for general contingencies,
possible future inventory losses, sinking fiind, etc., should be in-
p
eluded as part of the stockholders' equity." Table 8 shows the
various types of appropriations and reserves discussed and also
shows their position in the balance sheet.
Uncollectible Accounts — Terminology
It has been recommended by the AICPA that the use of the term
"reserve" in income statements or to describe in the balance sheet
^AICPA, Accounting Trends and Techniques (20th ed.) (New York;
The AICPA, 1966), p.l2ii.
^AICPA, Accounting Research and Terminology Bulletin (Final ed.)(NewY)rk
The AICPA, 19617, chap.iv.
TABLE 8
CONTINGENCY RESERVES
Balance Sheet Presentation 1965 I960 1955 1950
Among: Current Liabilities - - 1 2
A. Above: Stockholder's Equity 19 35 h2 107
B. T(vi.thj.n; Stockholders' Equity 9 12 29 h6
TOTAL 28 i;7 72 155
Terminology Used
Reserve 20 37 55 125
Allowance 2 » a 4k
Appropriated 5 » «
Provision 1 2 1 3
Various other terms - 8 16 27
TOTAL 28 k7 72 155
Number of companies with:
Contingency reserves 28 hi 72 155
No contingency reseirves 572 553 528 14i5
Total 600 600 600 600
Source: AICPA, Accounting Trends and Techniques, op .cit., p.125-
* Not compiled.
deductions from assets or provisions for particular liabilities should
be avoided.^ Table 9 shows in three classifications the termino¬
logies used by the six hundred companies of the survey. The first
group is a summary of the "primary descriptive termsthe second




1969''^ I960 1955 1950
Primary Descriptive Term
"Allowance" used alone Ik 52 31)
Allowance, etc. 2^0 230 217)
"Reserve" used alone 77 117 122)
Reserve, etc. 25 38 59) 2i;8
Provision, etc. 29 38 31 37
Estimated, etc. 17 22 27 36
Deduction, etc. - 3 k 3
Other terms 6 6 7 1;
TOTAL 178 506 U9d 1;97
No "\incollectible" accounts
indicated 122 91; 102 103
TOTAL 600 600 600 600
Combined withj
Do;ihtf\ii accounts 212 195 197
Doubtful notes and accounts 3 6 9
Doubtful araoTUits 1 1 2
Doubtf;!! balances 2 3 i;
Doubtful items 7 10 12
Doubtf'ul receivables 18 li; 17
Doubtful 2 h h
Uncollectible accounts 5 5 5
Uncollectible amounts h 3 1;
Uncollectible items - - 1
Uncollectibles 2 2 2
Loss(es) 27 37 28
Collection losses 8 10 li;
Credit losses - 1 2
Receivable losses 1 1 1
Possible losses 22 22 17
Possible collection losses h i; 7
Possible credit losses 1 1 1
Possible future losses 1 1 1
Bad debts 5 12 10





Other phrases 1 1
"Allowance" used alone 7U 52 31
"Resei^e" used alone 77 117 122
Other terms used alone 1 h 6
No '‘uncollectible accounts'* 122 9h 102
TOTAL 600 600 600
1965 Descriptive Terms Combined as;
Allow- Reserve Pro- Esti- Other Total
ance vision mated
Doubtful 199 22 11 7 6 2ii5
Uncollectible 3 1 2 5 - 11
Losses U6 2 13 3 - 61;
Bad Debts 2 * 2 1 5
With other phrases - - - 1 - 1
Used alone 7U 77 1 - - 152
Total 32k 102 29 17 6 i;7B
Source; AICPA, Accounting Trends and Techniques , op.cit., p..53.
group shows the various '‘secondary terms" usedj and the third group
shows the various combinations of the primary and secondary terms
used by the companies of the siirvey in 1965. It can be observed
from the table that the use of the term "reserve" has steadily de¬
clined.
Inventory Pricing — Bases
The lower of cost oT market basis continues to be the most
popular. The AICPA Committee on Terminology had this to say in
connection with inventory valuation bases:
The primary basis of accounting for inventories is cost,
which has been defined generally as the price paid or con-
66
sideration givea to acquire an asset. As applied to in¬
ventories, cost means in principle the sum of the applicable
expenditures and charges directly or indirectly incurred in
bringing an article to its existing condition or location....
Selling expenses constitute no part of inventory costs. It
should also be recognized that the exclusion of all overheads
from inventory costs does not constitute an accepted accoiint-
ing procedure.1
Table 10 presents the various bases used by the companies of
the survey in their inventories valuation.
Inventory Pricing — Methods of Cost
Determination
On the determination of cost, the AICPA holds the following
view:
Cost for inventory purpose may be determined under any one of
several assumptions as to the flow of cost factors (such as
first in, first-out^ average; and last-in, first-out); the
major objective in selecting a method should be to choose
the one which, under the circumstances, most clearly reflects
periodic income.^
From Table 11 it will be noticed that the first-in first-out (fifo)
has now exceeded the other methods in popularity.
Valuation Bases — Property, Plant and
Equipment
The popular basis for the evaluation of property, plant and
equipment has been and still continues to be cost. On the question
of writing up these assets, the Accounting Principles Board of the
AICPA issued an opinion in October, 1965, worded as followss
The Board is of the opinion that property, plant and equip-




INVENTORY PRICING — BASIS
1965 196U I960 1955 1950
Bases
Lower of Cost or Market —
A. Lower of Cost or Market il31 ia.6 381 3U9 3h2
B» Lower of Cost or Market: and Cost. 52 67 91 82 67
C. Lower of Cost or Market; and one
or more other bases 8 8 20 ho 53
D.'*Cost not in excess of Market" h9 ia 35 5U 2h
5U0 532 527 525 U86
Cost
!Ej« Cosl/ 3U 33 h2 3h 63
F. Cost: and one or more other
bases 3 9 15 6o 57
G.Cost: and Lower of Cost or
Market (see above) 52 67 91 82 67
H. Costj less than market h2 33 13 20 6
131 li;2 161 196 193
Other Bases
I» Cost or Less than Cost 23 21 Ih 29 37
J, Cost or Less than Cost "not in 6 6 8 6 10
excess of market"
K, ]^arket h 5 5 18 29
L. Market or Less than Market 7 3 h 5 8
Contract price •• - 1 U 11
M, Selling price 2 2 1 3 h
•Assigned values “ - 1 3 7
N. Prime cost 1 - - - -
0. Direct cost 1 •Mt — - -
P. Various other bases 2 2 3 23 12
h6 39 37 91 118
TOTAL 717 713 725 812 797
Source: AICFA, Accounting Trends and Techniques, op«cit«j p»62«
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TABLE 11
INVENTORY PRICING — METHOD OF DETlIiMINING "COST"
1965 1961; i960 1955 1950
Methods
A. Last-in first-out (Lifo) 191 190 196 202 161
B. Average cost 176 163 157 li;6 136
C. First-in first-out (Fifo) 213 199 182 138 13h
D. Standard costs 28 30 35 31 32
E. Approximate cost 5 5 10 11 16
F. Actual cost 13 Ih 9 8 7
G. Invoice cost 1 1 2 1 5
H. Production cost 5 7 9 h 5
Estimated cost — 1 6 5 2
I. Replacement or current cost 12 10 6 h 2
J. Retail method 17 15 16 ih 6
K. Base stock method 1 1 5 h 6
L. Job-order method 3 2 k 1 2
M. Prime cost 2 2 it
N. AccumTolated costs 6 6 % it
0. Other methods 3 2 3 8 h
TOTAL 676 6i;8 6U0 577 518
Number of companies
Stating inventory pricing basis and
cost method
Stating inventory pricing basis,
but cost method with regard
to part of inventory only








but omitting cost method
Not stating inventory pricing
I5I; 170 171; 212 232
basis or cost method 1 1 tm 6 7
TOTAL 600 600 600 600 600
not compiled
Sources AICPA, Accounting; Trends and Techniques, op.cit., p.62.
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merit should not be written up by an entity to reflect
appraisal, market or current values i^iich are above cost
to the entity. This statement is not intended to change
accounting practices followed in connection with quasi-re-
organizations or reorganizations. This statement may not
apply to foreign operations under unusual conditions such as
= serious inflation or currency devaluation. However, vfrien
the accountants of a company with foreign operations are trans¬
lated into U.S. currency for consolidation, such write-ups
normally are elininated. Whenever appreciation has been re¬
corded on the books, income should be charged with deprecia¬
tion computed on the written up amounts.^
Mr. Sidney Davidson, a member of the Board, assented to the
opinion with some qualification. He believes that the appraisal
basis should not be used at present because of the inadequacy of
measuring techniques, but believes that when adequate measurement
methods are developed the use of current rather than acquisition
costs would improve greatly the reporting of operations in the income
statement and the valuation of plant in the balance sheet.^
Table 12 shows that the majority of the companies surveyed
used the cost basis. From this table it can be observed that only
very few of the companies used bases other than cost for the valua¬
tion of these assets.
Accumulated Depreciation — Terminology
Depreciation,as other items discussed earlier, is known by
diverse terms. The Committee on Terminology of the AICPA has dis¬
couraged the use of the term '‘reserve" In connection with deprecia¬
tion accounts. The term "accumulated depreciation" appears to be
1AICPA, Opinions of the Accounting Principles Board (Opinion
No.6) (New York: The AICPA, 1965)> p.U2.
2lbid.
TABLE 12
VALUATION BASES (PROPERTY, PLANT AND EQUIPMENT)
196$ 196$ i960 1955 1950
Basis of Valuation
A. Cost
B. Cost plus appraisal value
Cost plus assigned, estimated,
or revised values
C. Cost and various other bases
D. Cost in cash or securities
Cost in cash or securities plus
additions at cost
E. Cost or below cost
F. Approximate cost
G. Substantially, or principally,
at cost
Approximate cost plus appraisal
or revised values
H. Appraisal value with subsequent
additions at cost
Appraisal value with subsequent
additions at cost plus various
other bases
Assigned value with subsequent
additions at cost
Revised value with subsequent
additions at cost
Revised value with subsequent
additions at cost plus various
other bases
•Acquisition value with subsequeht
additions at cost
I. Basis of predecessor plus addi¬
tions at cost
Book value
Book value with subsequent addi¬
tions at cost
Reproductive value with sub¬







































1965 I96I4 i960 1955 1950
Number of companies
Stating valuation basis for
property, plant and
equipment 578 577 562 51^7 535
J. Not stating valuation basis
for property, plant and
equipment 22 23 38 53 65
TOTAL 600 600 600 600 600
not compiled
Source: AICPA, Accounting Trends and Techniques, op«cit»j p.7U«
very much favored today as may be seen from Table 13, which summarizes
the terminology used by the survey companies to describe "accumu¬
lated depreciation." This terra has risen from a very low usage (98
coii5)anies out of the six hundred used it in 19^0) to the majority
usage in 1965 (378 companies of the survey used it). Already the
term "allowance" has lost usage considerably.
One may go on and on discussing or analyzing the diversity of
accoiinting practices even in a country such as the U.S. where the
accounting profession is well established and where the professional
accounting organizations have thrown their whole weight into research
with the aim of improving principles and practices in accounting.
One may also note from the discussion in this chapter than opinions,
statements or recommendations of the professional accounting organi¬
zations do not always receive unanimous assent of the members of the
TABLE 13
ACCUMULATED DEPRECIATEON
*1965 1969 i960 1999 1990
Primary Descriptive Terms
A. Reserve — used alone 5 6 12 9)
Reserve, etc. 62 69 106 197) 279
B. Accumulated, etc. 378 391 266 190 98
C. Allowance, etc. 103 112 129 127 108
D. Depreciation — used alone 21 29 3k iil)
Depreciation, etc. 22 27 37 kk) 80
E. Provision, etc. 2 2 6 13 17
F. Accrued, etc. 1 1 1 3 k
Estimated, etc. - > 2 3 2
G. Other phrases used:
Wear and exhaustion - - - 1)
Wear of facilities - ' tm •• 1)
Portion allocated to operations 2 2 2 3)
Portion charged to operations 1 1 1 -)
Amount charged to expense 1 1 1 1) 16
Amount charged to operations
Amounts charged to past oper-
• 2 2 2)
)
ations
Amounts applied to past oper-
•• * mm 2)
)
ations - - mm 1)
Depreciated cost - 1 1 1)
Depreciated ledger values - — • 1)
TOTAL 600 600 600 600 600
Prii'a ry Term Shown Above
•’'Q.965 Term used with: A B C E F G~ None 196^




Depreciation-amortization 19 102 33 1 - - 9 16U
Depreciation-amortization-
depletion 6 20 6 - 7 39
Depreciation-amortization-
obsolescence 1 h M « • 9




A B C E F G None 19
Used Total
Depreciation- obsolescence -6l--- - 7
Other phrases used -21--3 - 6
Reserve - used alone 5 - - - - - 5
TOTAL 67 378 105 2 1 k ii3 600
Source; Accounting Trends and Techniques, op.cit'p.'77l
committees or boards concerned.
So much, therefore, for the differences in practices. A few
of the principles generally accepted in the U.S. will now be examined.
Generally Accepted Accounting Principles
in the U.S.
Even at this late stage, the author deems it worthwhiile to
give a definition of an accounting principle before a few of the
generally accepted accounting principles in the U.S. are listed.
Several definitions of the term ''principle” (in general) have
been advanced. Of these, one seems to give the meaning of the
term in the sense in which most accountants use it. This definition
defines principle as: "A general law or rule adopted or professed
as a guide to actionj a settled ground or basis of conduct or
practice."^
It is necessary, however, to qualify this definition with
^Grady, Inventory of Generally Accepted..,op.cit., p.30.
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the caution that the word "principle'* as applied to accounting does
not mean a rigid rule from which there can be no departure. An
accounting principle is not a principle in the sense that it admits
of no conflict with other principles.^ It should also be pointed
out that the sources consulted so far seem to make no clear distinction
between practice and principle. Certainly, these two terms appear
to have been used interchangeably in certain cases.
The term ’’accepted principles of accounting" in the U.S. grew
out of an exchange of correspondence between the AICPA Committee on
Accounting Principles and the New York Stock Exchange between 1932
and 193k» At that time, die term embraced only a few (five) prin¬
ciples advocated by these correspondences and correspondences between
the president of the New York Stock Exchange and the presidents of
companies listed on the Exchange.
To be considered generaJ-ly acceptable, a practice (principle)
must win a substantial authoritative support of the following j the
business community, the requirements and views of the Stock Exchange
and the bankers as leaders of the financial community; the regulatcry
commissions' uniform systems of accounts and accointing rulings; the
regulations and accounting opinions of SEC; the affirmative opinions
of practicing and academic certified public accountants; and the
opinions of ^propriate committees of the AAA and AICPA. Some of
the principles which have met these requirements are enumerated below:
^Ibid.
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1. Sales, revenues and income should not be anticipated or
materially overstated or understated. Accordingly, there
must be proper cutoff accounting at the beginning and
end of the period or periods.^
This principle contemplates methods of recognizing revenue
which woiJld satisfy as far as possible both the need for timely
financial reporting and the need for conservative judgment in evalua¬
ting uncertainties. It contemplates, also, the orderly and con¬
sistent procedures of cutoff accounting designed to assure that each
fiscal year will include the revenues realized in the period specified.^
2. Cost of sales and expenses should be matched against the
periodic sales and revenues. It follows that there must
be, proper cutoff accounting for inventories and liabilities
for costs and expenses at the beginning of the period or
periods.3
The Accounting Research Bulletin No;.i43 amplifies on the applica¬
tion of this principle for each of the two possible cases: the cost
benefits the same accounting periods in which it is incurred; the
cost benefits a period longer or shorter than that which was estimated.
In the former case, the Board says, ..."when a cost is incurred
the benefit of which may reasonably be expected to be realized over
a period in the future, it should be charged against income over such
period."^ In the latter case, the Board recommends that where it




UaICPA, Accounting Research Bulletin, No«ii3., op.cit.chap.XV.
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than originally estimated, recognition thereof may take the form of
an appropriate decrease or increase in the rate of amortization or,
if such increased charges would result in distortion of income, a
partial write-down may be made by a charge to earned surplus.^
The last part of the Board's recommendation conforms to the
"current operating theory," which advocates that all extraordinary
items and corrections affecting periods other than the current should
2
be made directly to the retained earnings account.
3. ^'here is a strong presumption that all gains and losses
will be included in periodic income statements unless they
are of such magnitude in relation to revenues and expenses
from regular operations as to cause the statements to be
misleading.
This principle conforms, to some extent, to the "clean surplis
(all inclusive) theory," which maintains that all items of revenue,
expense, gain or loss are necessary factors in determining net in¬
come. The theory goes to the extremity by advocating that even
extraordinary and correction items should be included in the income
statement.^
U. Contingency provisions and reserves should not be misused
as a means of arbitrarily reducing income of shifting in¬
come from one period to another.^
J-Ibid., chap.V.
^H.A. Finney and H.E.Miller, Principles of Accounting, Inter¬
mediate (6th ed.) (Englewood Cliffs, New Jersey: Prentice-Hall, Inc.,
1965), pp.60-63.
^Grady, Inventory of Generally Accepted..., op.cit.p.59*
^Finney and Miller, op.cit., pp.60-63.
^Grady, Inventory of Generally Accepted..., op.cit., p.58.
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If provision for a reserve, made against income, is not
properly chargeable to current revenues, net income for the period
is understated by the amount of the provision. If, however, such
provisions are for the avoidance of charges to incomes of subsequent
periods, then such incomes would be overstated. It is important,
therefore, that charges and credits to income be based on objective
evidence and not mere speculative guesses or management's desire to
level reported income. Fluctuation in net income should be viewed
as a normal thing, thus any device to remove it would be misleading.^
5. Capital surplus, however created, should not be used to
relieve the income account of the current or future years
of charges which would otherwise fall to be made there-
against. There shouild be no comingling of retained
earnings with invested capital in excess of par or stated
values.2
The remarks on the preceding principle apply to this principle
to a great extent. It suffices, therefore, to say that it is very
important that a distinction be made between surplus arising from
capital investment and suiplus arising from operations (retained
earnings).
6, The amount of any revaluation credits should be separately
classified in the stockholders' equity section, and it
is not available for any type of charge except on reversal
of the revaluation.5





capital not subject to transfer to ordinary retained earnings nor
to the uses to which ordinary capital surplus (amounts'in excess of
par or stated value) may be applied.
7. Deferred income should be separately classified and
described.
Deferred income refers to items which are deducted from asset
accounts, items included in current liabilities, items included in
long-term liabilities and items which show above the stockholders'
equity. In short, any account with a credit balance at the end of
an accounting (fiscal) period may be classified as deferred income
for balance sheet purposes if it will ultimately end into a credit
to income. Some accountants wish to limit such items to those
which will not entail further costs.^
8. Contingent liabilities of importance should be disclosed.
A contingency in accounting means an existing condition, situa¬
tion or circumstance which involves a considerable degree of uncer¬
tainty and which may wind up in a gain or loss of an asset or assets.
It is reasonable, therefore, that the existence of such situation
should be disclosed in the financial statements or in notes thereto.
Such disclosure should indicate the nature of the contingency and
should give an appraisal of the outlook. Materiality should determine
whether or not a contingent situation ought to be disclosed.^
^Ibid., p.66.
^Ibid., p.288.
3AICPA, Accounting Research Bulletin, op.cit., No.50.
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This chapter co-uld be lengthened with pages listing the
generally accepted accounting principles in the United States. Since
however, the length of the list is of lesser importance than the com¬
parison of such principles with accounting principles generally accept
ed elsewhere, the eight listed will sei*ve the purpose.
To sum up, this chapter has endeavored to give the differences
in accounting practices in the U.S. through a tabulated analysis,
and has prepared the ground for comparison of principles accepted
in the U.S. with those accepted in other countries covered by the
study.
From the discussion in this chapter, it may be suspected, and
reasonably so, that the differences in practice in the U.S. have per¬
sisted mainly because of tradition and the type of business enter¬
prises existing in this country.
CHAPTER V
COMONWEALTH ACCOUNTAl^CI vs U.S. ACCOUHTAIJCY
As already defined, the Commonwealth here refers to that as¬
sociation whose members include Britain and the independent countries
which once formed her colonial empire and who chose to belong to
this association after independence. These coiintries are many and
would mean writing a voluminous book to cover them one by one.
However, since most, if not all, of them seem to have adopted the
British accounting system, it is considered adequate for the
purpose of this study to select a representative sample. The
study considers three countries as an adequate sample.
The selection of this sample has been influenced by one fac¬
tor — the existence of well established accounting institutions.
The three countries included in the sample are Britain, Australia
and India. According to the selection criterion, Canada should
have been an unquestionable member of the sample, but the author
has the impression, after scanning the accounting literature on
Canada, that thei^ is very little difference between the Canadian
and U.S. accountancy. This may be attributed to the geographical
proximity and the strong business links between the two countries.
Similarly most of the other members of the Commonwealth have
been left out because the author's requests for advice as to sources
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of information on the accounting systems of these countries,
especially principles and practices, have been answered by most
accounting institutions by saying that they have not developed
their own principles but have adopted the British principles and
practices. Some of the countries included in the sample have also
implied this wholesome adoption of principles. The Institute of
Cost and Works Accountants of India, for example, replied to such
inquiry by saying, "This Institute has not yet evolved its own
terminology, but is following in general the terminology of cost
accounting published by the Institute of Cost and Works Accountants,
London." The Institute of Chartered Accountants of India said they
had no official pronouncements on terminology, procedures and prin¬
ciples. Similar answers came from New Zealand. This then sug¬
gests that the major member of the Commonwealth sait^jle for this study
will be the United Kingdom (Britain).
This chapter will concern itself mainly with contrasts of prac¬
tices and principles between the Commonwealth accountancy and U.S.
accountancy. Comparison of similarities may be included to avoid
a biased view of the study. But most of the similarities will be
summed up in a general statement.
United Kingdom (Britain)
The main fonris of business in Britain are the Public Company
— formed, at least by seven persons or more; the Private Company —
membership limited to fifty persons; the Exen^Jt Company — mostly
family owned; and Partnership.
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As in the U.S., the main influence on accounting practices
are the institutes of chartered accountants, the Board of Trade (which
compares to the SEC in the U.S.), the business community, and last,
but not least, the government in the form, of the Company Act. The
latter source of influence has far greater impact on the accounting
practices in Britain and will be the major source of data for the
desired comparisons and contrasts in this study. It is true that
the professional institutes of accountants there, especially the
Institute of Chartered Accountants in England and Wales influence
practices. But theirs are recommendations depending on willful
acceptance for their implementationj whereas the Company' Act
stipulations are obligatory.
Areas of Contrast
The similarities and contrasts this section attempts to
make will mainly be between those practices and principles consid¬
ered generally acceptable in the U.S. and those considered generally
acceptable or required by the Company Act in Britain. Much of the
latter will be drawn from previous Company Acts, current Company
Act, recommendations by Company Law Committees* and recommendations
by the societies of chartered accountants in Britain.
Balance Sheet Form
• The most conspicuous contrast and one that captures the eye
*It has been a tradition since 1895 to appoint a committee which
listens to opinions from all sectors of the public and makes recom¬
mendations which are often wholesomely enacted into law by Parlia¬
ment.
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immediately is in the financial statements (accounts*), especially
the balance sheet. Apart from the order of items (assets side: fixed
assets first, followed by investments and current assets; liability
side: capital and surplus first,followed by long-term debt and current
liabilities) which compares to U.S. utility company order, the assets
are shown on the right hand and liabilities on the left hand. The
author has surveyed a wide variety of financial statements, but only
in verjr rare cases has he come across balance sheets with such reversed
location, and only among the Commonwealth countries has he found
such balance sheets (see Figure 5).
Asset Values in Financial Statements
In the U.S. it stands as an accepted principle that "fixed
assets should be carried in financial statements at cost of acquisi¬
tion or construction." Only where these are considered no longer
meaningful shoifLd deviation from this principle be considered.
In Britain, the Company Act of 1948, requires that fixed
assets be presented in the balance sheet at cost or at appraisal
(revaluation) values. However, the historical cost principle was
seriously challenged by testimonies made to the Jenkins Company
Law Committee.^ The challengers did not call for the revaluation
of all the assets, however, but for fixed assets. The accounting
*The term "accounts" is sometimes used to mean financial
statements in the British system.
Ifhe Jenkins Company Law Committee was appointed in 1959 and
made its recommendations in June, 1962. These recommendations will
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societies in Britain took more or less a neutral attitude on this
controversial maLter.
It should be remembered, as mentioned in an earlier chapter
of this study, that even in the U.S. not all accounting pronounce¬
ments (opinions) of AICPA get unanimous assent of the members of the
Board. It should be remembered particularly that on the cost prin¬
ciple of asset valuation, Mr. Davidson, a member of the Principles
Board of the AICPA qualified his assent by saying he believed that
when adequate techniques of measurement are developed, the current
value (appraisal) of assets wohld be more appropriate than the
historical cost.
Uses of Appreciation Capital
In the U.S. the accepted principle on this question is that
the amount of any revaluation credits is not available for any
type of charge except on reversal of the revaluation. Such amotints
are not available even for absoiption of premiums on investments.
In Britain, it appears that profits arising from appraisal
have been put to any use. During the Jenkins Committee investi¬
gation, the English and Scottish Institutes of Chartered Accountants
opposed very strongly the use of appreciation capital as a basis for
the distribution of either cash or other assets. The Committee en¬
dorsed their stand and recommended statutory prohibition.
However, the Committee made one concession — it permitted
the use of such amounts for paying up shares to be issued as fully
paid to members. The Committee also took the view that realized
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capital profits should be available for distribution if the directors
are satisfied that the aggregate value of the remaining assets will
not be less than the book value.^
Valuation of Stock-in-Trade (Inventory) ■
It appears that the British Company Act of 19U8 did not require
disclosure of methods used for the valuation of inventory, and there
seems to have been no requirements for the consistent use of a
method. However, the method of "cost or market" whichever is the
lower has been commonly used.
during the Jenkins Committee, public opinion urged that it
should be required that the balance sheet shows the method used in
the valuation of stock-in-trade and work-in-process. The Committee
heeded this urge and recommended that where the value of stock is
material the accounts (balance sheet) sho\ild indicate concisely the
manner in which the amount has been computed and that change of basis
or method should be stated. Ihe Committee also recommended that
where a company used many different bases, the directors should give
an intelligible summary; for a statement of all the bases would be of
2
little value to the shareholders.
The author presumes that this summary woiold be a disclosure
through a separate report made by the directors as a supplement to
^C. M. Jennings, "Accounting Principles and Conventions in
Compiling Information for Management and Shareholders," The Account¬
ant (January 11, 196h)t p»36.
^Ibid.. p.li;5.
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the financial statements. The Committee's recommendation on this
item is reported to have been almost a word-for-word endorsement of
a recommendation made by the Institute of Chartered Accountants in
England and Wales on the valuation of stock.
On inventory valuation, the generally accepted principle in the
U.S. appears to be almost identical to the Committee's (British)
recommendation, except that in the U.S. there is great emphasis on
the consistent use of a method. The principle says, in essence,
that inventories should be valued at cost or market, whichever is
the lower, and that the basis of determining cost (lifo, fifo or
average) should be stated.^ If the Committee's recommendation wins
acceptance, there will be, it seems, not much of a contrast but a
similarity of the inventory valuation methods. In fact, even, now,
the difference is very minor on this question.
Secret Reserves
Before 19U8, the use of secret reserves was an accepted account¬
ing principle in Britain. In fact, the Society of Accountants and
Auditors, the Institute of Chartered Accountants in England and Wales,
etc., defended this practice strongly in their testimonies before
2
the Company Law Committee of 1925. The Company Law Committee of
19a5 challenged this practice and exposed the uses to which secret
reserves are often put in the following tone:
^Grady, Inventory..., p.62.
2Leonard W. Hein, "New British Accounting Recommendations,"
The Accoiinting Review (April, 1963)> p.259*
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An undisclosed reserve is commonly created by using profit
to write down more than is necessary such assets as in¬
vestment, freehold and leasehold property or plant and
machineryj by creating excessive provisions for bad debts
or other contingenciesj by charging capital expenditure
to revenue; or by under-valuing stock in trade.^
This challenge seems to have influenced the professional
accounting bodies there to change their stand, but the bankers advo¬
cated the retention of this practice so eloquently that the Company
Act of 19U8, which outlawed the practice in ordinary business, gave
the banks, discount houses and insurance companies the privilege of
continuing the practice. The Jenkins Committee has also respected
their privilege.
In the U.S. it is not considered acceptable to establish
hidden reserves by charge to current income. The understatement or
omission of assets, the overstatement of liabilities, or inclusion
2
of fictitious liabilities is not an acceptable practice in the U.S.
Medium and Long-Term Liabilities
While the current liabilities in Britain are considered to be
those which require repayment within oneyear, the medium and long¬
term liabilities are those which do not require repayment within
3
five years of the balance sheet date. It has been suggested that
another classification is needed between the current liabilities and
^Report of the Committee on Company Law Amendment, Cohen (London,
England: Her Majesty's Station Office, I9li5), par. 101.
2
AICPA, Professional Accounting..., op.cit., chap.l, p.33.
3g. a. Holmes, "Accounting Recommendations in Practice," Account-
ancy (April, I96I4), p.289.
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medium and long-term liabilities. However, the author here is parti¬
cularly interested in the difference which now exists in the time
period of the two countries regarding medium and long-term liability
as conceived by both at the present time.
In the U.S. long-term liabilities are those which are not due
to be paid within the year or normal opers^ting cycle, whichever is
longer. Even though the operating cycle may mean a period longer than
one year, still it can be said, ignoring this possibility, that some
long-term liabilities in the U.S. may not be classified so at all in
Britain.
Disclosure of Turnover (Sales) in Financial Statements
The disclosvire of turnover* in financial statements has for
several decades been a commonplace practice in the U.S. and Canada.
Businesses have done so at will.
In Britain, this has been a controversial point. Most busi¬
nesses and accoimting societies thought it woiild be harmful to dis¬
close details of trade. Testimonies before the Company Law Committee
of 19UB indicate that the major accounting societies in Britain opposed
the suggestion that such disclosure be required. However, testimonies
before the Jenkins Committee indicate ai changing attitude — the two
major accounting societies were now in favor of obligatory disclosure.
The Jenkins Committee has recommended that the annual financial
statements should be required to disclose turnover. But the Committee
*Turnover as used in Britain in this connection means the total
amount receivable by a company in the ordinary coiarse of its business
for goods and services sold.
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has also recommended that companies whose directors feel that such
disclosure would be harmful should be exempted from this requirement.
This almost revokes the Committee's first part of the recommendation.
Professor Harold Edey,^ commenting on the Jenkins report in
the Accounting Review (April, 1963), says that disclosure of sales
details has been urged for many years by British economists, and
feels that the nineteenth century concern for privacy in business
has lingered too long into the twentieth century in Britain.
Auditors Report
In the U.S., the short-form audit report prescribed by the
AICPA is generally used, but an auditor may deviate from this standard
short-form if necessary. Of course, he may have to''qualify or dis-
2
claim" his opinion. In essence, the auditor's opinion, according
to the prescribed short-form, indicates that the examination was
made in accordance with generally accepted audit standards and that
in the auditor's opinion the financial statement (where not qualified)
presents fairly the financial position of the company and the results
of its operations for the year. The auditor's opinion also indicates
that consistency with generally accepted principles applied in pre¬
vious years was not/wa's maintained.'^
^Professor H.C. Edey is professor of accounting at the Univer¬
sity of London. He took a very critical view of the Jenkins Com¬
mittee's report.
^AICPA, Professional Accounting in...., chap.I, p.20.
3lbid., p.l9*
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In Britain, the old short-form of the auditor's report was
replaced by a lengthy one which requires that the auditor's report
expressly states whether or not he has obtained all the information
and explanation necessaiy for his audit; the company has kept proper
books of accounts, the balance sheet and profit and loss account are
in agreement with the books of accounts and returns, the balance
sheet gives a true and fair view of the company's affairs at the end
of its financial year, and the profit and loss account gives a true
and fair view of the profit or loss for its financial year.^
The clause "true and fair" has been challenged on the grounds
that one cannot correctly use this clause where secret reserves are
permissible. The Institute of Chartered Accountants in England
and Wales and other organizations urged the Jenkins Committee to
recommend a simplified form of the auditor's report. The Committee
has recommended that the auditor should merely state whether in his
opinion "the balance sheet and profit and loss account are properly
drawn up in accordance with the provisions of the Act so as to give
a true and fair view of the state of affairs of the company at the
date of its balance-sheet and profit or loss for the financial year
2





Areas of similarity are numerous. As it may be noted from
the discussion on areas of contrast above, there are substantial ele¬
ments of similarity in the principles/practices discussed. The
last one is a good example.
In both the investigations of the British Company Law Committee
and the discussions of the Principles Board of the AICPA, the author
has found references to the practices of each other. In fact, the
British Company Law Committees have made several references to
some of the principles generally accepted in the U.S. or recommenda¬
tions of the AICIA. In the same manner, it seems to the author that
both the institutes of accountants in the U.S. and the societies of
chartered accountants in Britain take note of the practices of each
other in their deliberations on the development of principles.
It appears to the author, at this stage, that the U.S. and
the British accountancies have much more in common in principles than
they have in actual practice. Due to the time limit imposed on
this study, the author does not intend to eniomerate the numerous simi¬
larities. The author has compared most of the principles he sus¬
pected to be similar between these two countries and he is convinced
that there is greater similarity in principles than in practice be¬
tween the two.
Australia
Australia is one of the Commonwealth countries where the
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accoiinting profession is very well established. The Institute of
Chartered Accountants in Australia issued the first of its series
of '•Recommendations on Accounting Principles'* in 19ii6. The second
publication on recommendations came out in 1963 and it reviewed the
old recommendations to take note of statutory requirements and in¬
dustry growth. The title of the publication was changed in 1965
to read "Statements on Accounting Principles and Recommendations on
Accounting Practices."
Principles and recommendations in this publication are very
well stated and amplified by supplementary discussions. Had there
been more originality in them, they would have been a wonderful
source for the purpose of this study. However, to delve into them
after the discussion on Britain would be more or less a repetition
as can be seen from this quotation, taken from the "Foreword" to the
current issue, by the President of the Institute:
After extensive research, it was ^parent that definite
advantages would accrue in basing the new Recommendations
as far"as practicable on the recommendations issued by the
Institute of Chartered Accountants in England and Wales, whose
kind permission to do so is gratefully acknowledged.
The English Institute's Recommendations are, generally
speaking, applicable to Australian practices, and their wide¬
spread application in Britain over several years is proof
of their soundness and acceptance.
The substantial adoption of the English Recommendations by the
Australian Institute is of considerable significance because
it is a step forward in developing international standards
in these matters.^
^Statements on Principles and Recommendations on Accounting
Practice of the Institute of Chartered Accountants in Australia
(Sidney, Australia: the ICAA, 1963), p.3.
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The last sentence of the quotation and the decision by the
Institute to adopt recommendations of another institute thousands
of miles away, almost gives a positive answer to the question into
which this study is inquiring.
After studying the principles and recommendations of the two
institutes, the author finds it unnecessary to discuss both versions.
The author is also getting more and more convinced that whatever
differences may exist among the Commonwealth countries in their account¬
ing systems are likely to be of little significance, especially in
principles.
India
The organizations of professional accountants are relatively
young in India, although they are growing rapidly. The Institute
of Cost and Works Accountants was organized in 19ij.i^ and the Institute
of Chartered Accountants in 19h9»
As mentioned at the beginning of this chapter, both institutes
indicated in their answers to the author's inquiry for sources on
accounting principles and practices in India that they had not evolved
their own principles but followed those issued by the English insti¬
tutes.
However, the Institute of Chartered Accoimtants in India has
issued its own guide to company audit.^ This may be a step toward
standing on its own feet. Nevertheless, "the British irifluence on
^AICPA, Professional Accounting..., p,13.
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the Indian accounting profession is predominant.”
It is therefore reasonable to assume that accounting principles
there are identical to those existing in Britain and also to assume
that accounting practices in India are more or less the same as the
British practices.
This chapter has sought to show the differences in accoimting
principles and practices between the U.S. and the Commonwealth
countries (using Britain in particular) and has almost proved that
there is far greater similarity in the accounting practices of the
Commonwealth countries than there is contrast. This is because of




RESULT OF QUESTIONNAIRE — AN ANALYSIS OF RESPONSES
This chapter will attempt to give a more current view of the
public on the subject of this study by presenting in tabiilar form,
the responses to a questionnaire sent out to twenty professional
accounting institutes and accounting firms in the United States
and the Commonwealth countries. The professional institutes in¬
cluded almost all m^ or societies of accountants in Britain, Canada,
Australia, India, New Zealand, etc., and all the major ones in the
U.S.
The author believes that the respondents can speak for them¬
selves, in their own words, with grt-ater emphasis than any numerical
tabulation can make. He deems it desirable, therefore, to augment
the tabulated analysis of the responses with a series of quotations
from "the remarks accompanying the responses.
Since the author guaranteed his respondents their anonimity,
all the quotations from the questionnaire of from the supplementary
letters to answers to the questionnaire will be made without docu¬
mentation.
Numerical Analysis
Of the twenty questionnaires, sixteen, or 80 percent, were
returned. Of the returns, two were not fully completed and have
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been discarded as useless. The remaining returns were duly com¬
pleted and make up the sample for the analysis presented in this
chapter.
A .portion of the introductory to the questionnaire sent out
is reproduced in this section, followed by the numerical analysis
of answers. The answers have been reduced to a common-size langu¬
age (percentage) and are presented as Table. 14.
The table analyzes the responses into two major groups —
the "Yes" group and the "No" group, and goes further to subdivide
each of the major groups into "unqualified" and "qualified" answers}
"unqualified" meaning a flat "yes" or "no," and "qualified" meaning
the "yes" or "no" was followed by modifying remarks. There is
a total for "Yes" (III), a total for "No" (VI),- and a grand total
(VII) — total for both.
It may be observed from the table that answers to question
No.l were almost all negative (92 percent). The 8 percent positive
answer made reference to Russia and France. It can also be noted
that most of the negative answers to this question were not qualified
6k percent were flat "No."
Answers to question No.2, were still predominantly negative
(72 percent), although on this question both positive and negative
answers were evenly distributed between the qialified and unqualified
in each case. This may suggest widespread vincertainty in the minds
of respondents as will be revealed by quoted remarks in the next
section of this chapter.
Responses to question No.3 were surprisingly divided equally
TABLE lU
QUESTIONNAIRE ANALYSIS
...In the last few decades, most big businesses have extended
their operations beyond their national borders in the search for
wider markets. In doing so, they have often run into accounting
difficulties because of the differences in the accounting systems
existing in the various countries. This experience has prompted
the search, by accountants, for greater uniformity in international
accoiuiting. A number of outstanding accountants have advocated
'•A Uniform International Accounting System.'* The Binder-Seidman
International Group or "the Group," is an effort in this direction.
This study will endeavor to determine whether or not such
a system would be practicable....
l.To the best of your knowledge,
do you think there is any country
which has attained complete









































































2. Aware of the influence of both
political and economic philo¬
sophies on the accounting sys¬
tems of a country, do you think
a uniform international account¬
ing system would be practicable? Ik Ik 28 36 36 72 100
3. In your opinion, would such a
system be an interference with
professional freedom? 36 11; 50 50 50 100
ii. In your opinion, is a uniform
international accounting sys¬
tem a necessity? lU 8 22 56 22 78 100
5. Would you welcome the idea of
establishing a tiniform inter¬
national accounting system? 50 lU 6k 36 - 36 100
EQUATION
Column III = I + II = All "Yes"
IV = IV + V = All "No"




between the or divisions — a fifty-fifty percent distribution.
The 50 percent positive comprised of 36 percent unqualified and
lU percent qualified yes.
On question No.U, the answers were predominantly negative,
(78 percent) and most of the negative answers were unqualified
"No** (56 percent). However, the author, noticed that the qualifica¬
tions to the negative answers almost turned them into positive an¬
swers. Most of them said it was not a necessity but was desirable.
Positive answers were in the majority (61; percent) on question
No.5, and most of these positive answers were unqualified. The
author is almost convinced, however, that most of the positive answers
to this question were not genuine. For many of the respondents who
answered this question positively, and most of them did so without
qualification, answered some of the preceding questions in a manner
that plainly contradicted their answer to the question. The
author feels that question No. 5 was the type of question on which
people are disposed to hide’their true opinion to save their faith
from looking conservative or anti-innovation.
If one ignores the subdivisions into qualified and vinqualified
answers to the questionnaire and simply looks at columns III and VI,
one would easily conclude that the result of the questionnaire does
not augur well for the advocacy of a uniform international account¬
ing system. Of course, answers to question No.5 taken in isolation
would testify to the contrary. The author attaches some weight,
however, to the contradictions he has pointed out in the preceding
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paragraph. In any case it would not be reasonable to jump to
a conclusion on the basis of the numerical results alone. It is
desirable therefore to give some of the remarks made by respondents
in qualification to their "Yes'* and "No." The succeeding section
will present such remarks mainly in quotation form.
Verbal Analysis — Remarks from Respondents
While most of the answers to question No.l were negative,
some respondents qualified their "No" in a manner that suggests
that they were not aware of the existence of a country with complete
uniformity in its accounting system but that such existence was.possible.
One respondent qualified a negative answer by saying that "notable
improvement has been obtained in the last ten years." This would
give the impression that we are on the road to uniformity. On the
same question another respondent qualified a negative answer to make
it emphatically negative by saying," accounting is not an exact
science — in fact, it is far from exact. Even within this country
(U.S.A.), there is much difference of opinion as to accounting
matters." In fact, accoiuiting is not a science, it is an art.
Had the respondent been aware of this, the remarks would probably
have been more emphatic.
Question No.2, provoked the-most remarks, and, at times,
lengthy ones. Only a few are quoted here to help show the various
views on the subject from experts in the area. Most of the comments
qualified negative answers not to mooify them but to emphasize their
negativity. One respondent remarked as follows: "Personally, I would
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find any 'xinifonn accounting system' potentially dangerous because
it would tend to stultify change. Since accounting is the language
of business and business itself is constantly changing — in differ¬
ent ways and at different speeds in various parts of the world —
I doubt the practicability of a uniform international acco\inting system;
I doubt its desirability also."
In a tone almost identical to the preceding remarks, another
respondent said, "Unless business operations,management and investor
objectives, government objectives (tradition, regulation of the
national economy) were made uniform, a uniform accounting system
would produce meaningless reports."
There was another remark which is plainly an auditor's view¬
point. The remark predicts the likely difficulties by saying,
"•..certainly as all businesses have their own characteristics and
even for businesses in the one industry, uniformity in accounting
system would tend to make it difficult to present, at times, a true
and fair view of the results of operations and the state of the
companies' affairs."
Other commentators were very conscious of the impact of legal
requirements affecting accounting systems of countries. Some said,
for example, "We doubt whether a uniform international accounting
system is feasible because the statutory accounting requirements
relating to corporate bodies differ in most countries and are likely
to continue so."
Still another remark almost dished out a conclusion to this
study by saying that "uniform systems are always attractive, but even
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■within the same industry in the same country they are rarely practic¬
able. One system has little hope of uniformity on an international
scale. '•
Unfortunately, there were very few positive comments on this
question, just as there were fewer positive answers to it. One of
these favorable remarks said that '‘in the short term, any effort to
bring about a uniform standard would result in improvements." This
predicted outcome of uniform accounting standards is interpreted
by the author to presume the practicaoility of a uniform in-ternational
accounting system, too.
Unlike question No.2, question No.3 did not provoke many
remarks. Respondents seem to have been certain of their answers
on this question and most of 'the answers were unqualified. As
pointed out earlier, it is interesting to notice that answers to
this question were divided equally between "Yes" and "No." Of the
50 percent positive answers, only lli percent were qualified. Not
a single negative answer was qualified.
One positive remark on question No.3 said, "¥e do not consider
that such a system would constitute any undue interference with
professional freedom." Another remark, a negative, said, "Whereas
more similarity in accounting theory may be most helpfial, complete
uniformity will stifle the accounting profession. It would shackle
the public accountant to the letter of principles and allow no
latitude as to the spirit and ultimate meaning." In the absence
of adequate remarks and in the presence of the miraculous division
of answers on this question, it would be very difficult to say
whether or not the attainment of the system envisaged would be an
interference with professional freedom.
There were only a few comments on question No. As it
may be observed from Table lUj most of the answers to this question
were negative, and many of these negative answers were not qualified.
Several of the few comments made on question No.li, swung the origin¬
al answer to the other side. One respondent, for example, after
giving a "No'* answer to the question whether or not such a system
(uniform system) was a necessity, qualified his '*No'* by saying
that it was "desirable." Another said, "not necessary, although
it would be advantageous." Still another indicated indecisiveness
by saying, "It is impossible to say that it is a necessity in the
strict sense of the word, because most countries manage to do without
it."
From Table lli, one could unhesitatingly conclude that a uni¬
form international accounting system was not a necessity. However,
among the few remarks to this question was one of the most inter¬
esting and most favorable remarks. One respondent in a letter
accompanying his answer, said, "I personally favor uniformity of
accounting principles around the world since debits and credits
cannot be hemmed in by geographical boundaries. The collapse of
time and space makes it clear that uniformity of accounting principles
is inevitable. However, I also recognize that there is a tremendous
distance to go before that goal can be secured, in the light of the
10^
wide differences in accounting sophistication around the world
plus the fact that in the most sophisticated countries a great deal
has yet to be done to develop uniformity within the country itself.”
This inspiring view came from a very prominent man in the
area of accounting and a man of wide experience generally. It is
the view of a former president of one of the major accounting insti¬
tutes in one of the countries covered by this study.
Several of the views quoted in this chapter came from very
prominent accountants or leading accounting institutions who did
not even find it necessary to conceal their identity to the author.
Many of them attached letters to their answers or returned the
researcher's covering letter with their answers. Nevertheless,
the author will honor his promise concerning the anonimity of his
respondents.
This chapter has endeavored to analyze the reactions to the
questionnaire both numerically and verbally with the hope that such
analyses will provide the grounds on vAiich conclusions could be
based or to provide evidence for whatever conclusions this study will
make.
The author is aware of the usual awkwardness of too many
quotations, however, he believes, as mentioned at the beginning of
this chapter, that the real words of respondents would speak for




While the author has attenpted to give sub-summaries at
the end of most chapters, he considers it desirable to sum up the
whole.
Chapter I needs no summary. It is in itself a pre-summary
of the whole.
Chapter II surveys some of the early forms of accounting in
an attempt to give modern accounting the perspectives of the past.
For the present is often more meaningful when the past is under¬
stood. In essence. Chapter II attempts to remind the modern account¬
ant that accounting is as old as mankind, that some of the old forms
of accounting contain the germ of some of the most exciting feat'ures
of present day accounting, and last but not least, that the evolution
or revolution of accounting methods from, these early forms to the
present status has not had a smooth road. It has gone over many
hurdles, conservatism and legality ranking high.
Chapter III attempts to show some of the differences in
present day accounting practices by surveying the accounting systems
of five countries selected because of their exciting practices. The
survey of this chapter directs its interest mainly on the sources of
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influence on accounting practices, the form of financial statements,
the auditor’s reports and the treatment of a variety of items in the
statements. The chapter has shown that practices among these
countries are both varied and diverse, and that legal requirements,
traditional conservatism, and economic environment rank high among
the factors which determine accounting practices in these countries.
Chapter IV seeks to show that even in some of the countries
where accounting is well established, there is no uniformity as yet
in practices within the same country. The chapter has employed
the U.S. practices to prove! this point. By use of tabulated analyses
of practices, it has demonstrated that there is far greater diversity
of practices in the U.S. than most of us are aware of. The chapter
has also shown that tradition accounts, to some extent, for the
persistence of some of the differences in practice in the U.S.
Chapter V attempts to carry farther the point initiated in
Chapter IH(to show the differences in accounting practices between
various countries). However, Chapter V has its emphasis on the differ¬
ences in principles considered generally accepted in the countries
involved. To bring this point home, the chapter has undertaken
a comparison of the U.S. accountancy and the Commonwealth account¬
ancy. Emphasis has been on contrast. The findings of this chapter
tend to suggest that there are not as many mateidal differences as
there are similarities in the accounting principles considered accept¬
able in each of the two parties. However, practices at large are
still varied and diverse.
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Chapter VI has endeavored to carry still farther the objectives
of Chapters III and V. It has done so by seeking the opinions of
experts in the field — professional accounting institutes, and
accounting firms. It has done so through the questionnaire method.
The results of this questionnaire show both numerically and verbally
that the majority opinions of experts in the field of accounting are
not for the system advocated, or have certain reservations in endorsing
the idea.
Conclusion
The summary in the preceeding section has provided sub-conclu¬
sions arising from the findings of each chapter. The author now
wishes to sum up, in broad terns, the achievements of this study and
sum up the sub-conclusions into one on the basis of the weight of
the findings.
First, the results of the study have shown, and unhesitatingly
so, that there is not any single country in the world today which has
attained complete uniformity in its accounting system; second, the
study has shown that the majority opinion in the field does not con¬
sider a uniform international accounting system a necessity; third,
the study has shown, and done so with strong verbal emphasis, that
the systems envisaged would not be practicable; fourth, the study
has indicated that the likely difficulties in the way of such a system
would be traditional conservatism, legal requirements and ecEonomic
environments, factors which have never been uniform in all times;
fifth, the results of this study suggest that the three gloidfied
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factors in the world of accounting — flexibility, professional free¬
dom, and uniformity ~ rank in the following order of importance:
(l) flexibility, (2) uniformity and (3) professional freedom.
'While the results of the study are a great disappointment
to the advocates of a uniform international accounting system,
they are not the type of disappointment that would cause one to
discard an idea. However, the results suggest that, at present,
the idea is far fetched, and unless some great change happens
in the attitudes of peoples and their governments, the idea will
remain far fetched for a long time to come.
"Flexibility" and "uniformity" appear to be two opposing
parties. The study has shown that flexibility tops the list of
priority. Mr. Carrington, in an article directed against rigidity
in accounting, emphasized the need for flexibility by saying that
"...there would surely be a degree of naivete in expecting a simple
solution in the light of increasing complexity of business activity
and the consequent demand for a greater variety of more relevant
information. What is needed is breaking out of the straight jacket
of a single model with its inherent limitations; and therefore tapping
the true potentials of accounting as a flexible information system."^
^A. S. Carrington, "Certainty or Realism in Accounting," The
Accountant (April, 1965), p.ii5.
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